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The  following  report  of  the  Executive  Office  of  Human 
Services,  Office  of  Auditing  and  Accounts,  is  respectfully 
submitted  to  the  Senate  Committee  on  Ways  and  Means  in 
accordance  with  the  requirements  of  Chapter  199,  Acts  of  1987, 
Item  4001-0010,  which  provides,  in  pertinent  part:   "...  that 
the  office  shall  submit  semi-annually  to  the  house  and  senate 
committees  on  ways  and  means,  to  the  rate  setting  commission, 
and  to  the  office  of  the  state  auditor  a  report  on  the  audits 
performed,  including  the  number,  status,  and  summary  of  such 
audits,  and  the  status  of  such  responses  as  are  requested  from 
government  agencies  and  human  service  vendors  ...". 

As  you  know,  the  governor  has  made  a  substantial 
commitment  to  our  vulnerable  and  needy  citizens.   The  human 
service  providers  are  an  essential  component  of  the  service 
delivery  system.   This  administration  has  also  made  a  major 
commitment  to  management  reforms  to  ensure  the  performance  of 
human  service  providers  in  these  state-funded  contracts. 


The  Office  of  Auditing  and  Accounts  serves  an  important 
function,  in  reviewing  the  results  of  implementation  of  such 
initiatives.   It  is  one  of  several  ways  of  evaluating  systemic 
issues  and  suggesting  corrective  action.   The  existence  of  a 
professional  audit  function  like  EOHS/OAA  also  serves  as  an 
effective  tool  for  monitoring  compliance  with  statutes, 
regulations,  and  proper  recordkeeping  practices.   The  function 
of  EOHS/OAA  is  part  of  our  overall  commitment  to  ensuring  the 
continuing  integrity  of  the  purchase  of  service  system. 

I  believe  this  report  demonstrates  that  commitment. 
Where  administrative  deficiencies  have  been  identified,  our 
agencies  have  worked  closely  and  cooperatively  with  the  provider 
community  to  rectify  them.   In  those  few  instances  in  which  any 
inappropriate  activities  have  been  discovered,  we  have  acted 
promptly  to  address  them. 
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Should  you,  or  members  of  your  staff,  have  any  questions 
regarding  this  report,  or  a  specific  audit,  please  contact 
Bruce  F.  Blaisdell,  Director,  Office  of  Auditing  an^  Accounts, 
at  727-7600,  extension  531. 
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December  31,  1987 


The  Honorable  Richard  Voke 

Chairman 

House  Committee  on  Ways  and  Means 

State  House 

Room  2  37 

Boston,  MA  02133 


Dear  Cha 
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Le  following  report  of  the  Executive  Office  of  Human 
Services,  Office  of  Auditing  and  Accounts,  is  respectfully 
submitted  to  the  House  Committee  on  Ways  and  Means  in  accordance 
with  the  requirements  of  Chapter  199,  Acts  of  1987,  Item 
4001-0010,  which  provides,  in  pertinent  part:   "...  that  the 
office  shall  submit  semi-annually  to  the  house  and  senate 
committees  on  ways  and  means,  to  the  rate  setting  commission, 
and  to  the  office  of  the  state  auditor  a  report  on  the  audits 
performed,  including  the  number,  status,  and  summary  of  such 
audits,  and  the  status  of  such  responses  as  are  requested  from 
government  agencies  and  human  service  vendors  ...". 

As  you  know,  the  governor  has  made  a  substantial 
commitment  to  our  vulnerable  and  needy  citizens.   The  human 
service  providers  are  an  essential  component  of  the  service 
delivery  system.   This  administration  has  also  made  a  major 
commitment  to  management  reforms  to  ensure  the  performance  of 
human  service  providers  in  these  state-funded  contracts. 


The  Office  of  Auditing  and  Accounts  serves  an  important 
function,  in  reviewing  the  results  of  implementation  of  such 
initiatives.   It  is  one  of  several  ways  of  evaluating  systemic 
issues  and  suggesting  corrective  action.   The  existence  of  a 
professional  audit  function  like  EOHS/OAA  also  serves  as  an 
effective  tool  for  monitoring  compliance  with  statutes, 
regulations,  and  proper  recordkeeping  practices.   The  function 
of  EOHS/OAA  is  part  of  our  overall  commitment  to  ensuring  the 
continuing  integrity  of  the  purchase  of  service  system. 

I  believe  this  report  demonstrates  that  commitment. 
Where  administrative  deficiencies  have  been  identified,  our 
agencies  have  worked  closely  and  cooperatively  with  the  provider 
community  to  rectify  them.   In  those  few  instances  in  which  any 
inappropriate  activities  have  been  discovered,  we  have  acted 
promptly  to  address  them. 

As  you  will  see,  the  cases  and  statistics  included  in 
this  report  look  back  at  contracting  activity  between  fiscal 
years  1983  and  1986.   As  a  result  of  similar  findings  in  earlier 
audit  reports  and  other  studies,  EOHS  has  initiated  a  number  of 
management  reforms  in  the  purchase  of  service  system  over  the 
past  few  years.   These  initiatives  have  been  implemented 
beginning  in  FY  1986,  and  continuing  through  FY  1988  and  future 
years.   Audit  reports  of  contracting  activity  in  FY  1987  and 
subsequent  years  will  appear  in  future  legislative  reports,  and 
will  include  a  review  of  systemic  improvements  resulting  from 
these  initiatives. 


Should  you,  or  members  of  your  staff,  have  any  questions 
regarding  this  report,  or  a  specific  audit,  please  contact 
Bruce  F.  Blaisdell,  Director,  Office  of  Auditing  and  Accounts, 
at  727-7600,  extension  531. 


ip  W.  Johnston 
Secrexary 
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As  you  know,  the  governor  has  made  a  substantial 
commitment  to  our  vulnerable  and  needy  citizens.   The  human 
service  providers  are  an  essential  component  of  the  service 
delivery  system.   This  administration  has  also  made  a  major 
commitment  to  management  reforms  to  ensure  the  performance  of 
human  service  providers  in  these  state-funded  contracts. 


The  Office  of  Auditing  and  Accounts  serves  an  important 
function,  in  reviewing  the  results  of  implementation  of  such 
initiatives.   It  is  one  of  several  ways  of  evaluating  systemic 
issues  and  suggesting  corrective  action.   The  existence  of  a 
professional  audit  function  like  EOHS/OAA  also  serves  as  an 
effective  tool  for  monitoring  compliance  with  statutes, 
regulations,  and  proper  recordkeeping  practices.   The  function 
of  EOHS/OAA  is  part  of  our  overall  commitment  to  ensuring  the 
continuing  integrity  of  the  purchase  of  service  system. 

I  believe  this  report  demonstrates  that  commitment. 
Where  administrative  deficiencies  have  been  identified,  our 
agencies  have  worked  closely  and  cooperatively  with  the  provider 
community  to  rectify  them.   In  those  few  instances  in  which  any 
inappropriate  activities  have  been  discovered,  we  have  acted 
promptly  to  address  them. 

As  you  will  see,  the  cases  and  statistics  included  in 
this  report  look  back  at  contracting  activity  between  fiscal 
years  1983  and  1986.   As  a  result  of  similar  findings  in  earlier 
audit  reports  and  other  studies,  EOHS  has  initiated  a  number  of 
management  reforms  in  the  purchase  of  service  system  over  the 
past  few  years.   These  initiatives  have  been  implemented 
beginning  in  FY  198  6,  and  continuing  through  FY  1988  and  future 
years.   Audit  reports  of  contracting  activity  in  FY  1987  and 
subsequent  years  will  appear  in  future  legislative  reports,  and 
will  include  a  review  of  systemic  improvements  resulting  from 
these  initiatives. 

Should  you,  or  members  of  your  staff,  have  any  questions 
regarding  this  report,  or  a  specific  audit,  please  contact 
Bruce  F.  Blaisdell,  Director,  Office  of  Auditing  and  Accounts, 
at  727-7600,  extension  531. 


W.  Johnston 
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The  Commonwealth  of  Massachusetts 

Executive  Office  of  Human  Services 

One  Ashburton  Place,  Room  1109 

Boston,  Massachusetts  02108 


MICHAEL  S    DUKAKIS 
GOVERNOR 

PHILIP  W.  JOHNSTON 
SECRETARY 


December  31,  1987 


Ms.  Katharine  Pell 

Chairperson 

Rate  Setting  Commission 

Two  Boylston  Street 

Boston,  MA   02116-4704 


Dear  Chai 


Pell: 


The  fol/lowing  report  of  the  Executive  Office  of  Human 
Services,  Of face  of  Auditing  and  Accounts,  is  respectfully 
submitted  to/the  Rate  Setting  Commission  in  accordance  with  the 
requirements  of  Chapter  199,  Acts  of  1987,  Item  4001-0010,  which 
provides,  in  pertinent  part:   "...  that  the  office  shall  submit 
semi-annually  to  the  house  and  senate  committees  on  ways  and 
means,  to  the  rate  setting  commission,  and  to  the  office  of  the 
state  auditor  a  report  on  the  audits  performed,  including  the 
number,  status,  and  summary  of  such  audits,  and  the  status  of 
such  responses  as  are  requested  from  government  agencies  and 
human  service  vendors  . . . " . 


As  you  -know,  the  governor  has  made  a  substantial 
commitment  to  our  vulnerable  and  needy  citizens.   The  human 
service  providers  are  an  essential  component  of  the  service 
delivery  system.   This  administration  has  also  made  a  major 
commitment  to  management  reforms  to  ensure  the  performance  of 
human  service  providers  in  these  state-funded  contracts. 


The  Office  of  Auditing  and  Accounts  serves  an  important 
function,  in  reviewing  the  results  of  implementation  of  such 
initiatives.   It  is  one  of  several  ways  of  evaluating  systemic 
issues  and  suggesting  corrective  action.   The  existence  of  a 
professional  audit  function  like  EOHS/OAA  also  serves  as  an 
effective  tool  for  monitoring  compliance  with  statutes, 
regulations,  and  proper  recordkeeping  practices.   The  function 
of  EOHS/OAA  is  part  of  our  overall  commitment  to  ensuring  the 
continuing  integrity  of  the  purchase  of  service  system. 

I  believe  this  report  demonstrates  that  commitment. 
Where  administrative  deficiencies  have  been  identified,  our 
agencies  have  worked  closely  and  cooperatively  with  the  provider 
community  to  rectify  them.   In  those  few  instances  in  which  any 
inappropriate  activities  have  been  discovered,  we  have  acted 
promptly  to  address  them. 

As  you  will  see,  the  cases  and  statistics  included  in 
this  report  look  back  at  contracting  activity  between  fiscal 
years  1983  and  1986.   As  a  result  of  similar  findings  in  earlier 
audit  reports  and  other  studies,  EOHS  has  initiated  a  number  of 
management  reforms  in  the  purchase  of  service  system  over  the 
past  few  years.   These  initiatives  have  been  implemented 
beginning  in  FY  1986,  and  continuing  through  FY  1988  and  future 
years.   Audit  reports  of  contracting  activity  in  FY  1987  and 
subsequent  years  will  appear  in  future  legislative  reports,  and 
will  include  a  review  of  systemic  improvements  resulting  from 
these  initiatives. 

Should  you,  or  members  of  your  staff,  have  any  questions 
regarding  this  report,  or  a  specific  audit,  please  contact 
Bruce  F.  Blaisdell,  Director,  Office  of  Auditing  and  Accounts, 
at  727-7600,  extension  531. 


W.  Johnston 
lecretary 


PWJ/BFB/lj 


-1- 


INDEX 


Section  I: 
Section  II: 


Section  III 


Section  IV: 
Section  V: 


Section  VI: 
Section  VII: 


Overview 

Audit  Resolution  Procedures 

Status  of  Audits  Assigned 

Summary  of  Responses  to  Audit  Reports 

Summary  of  Closed  Audits 

Exhibit  I 

Recovery  of  Funds 

Status  of  RSC  Audit  Resolution 
Activity 


Section  VIII:   Summary  of  FY  1988  Resolved  Audits 

Statistical  Summary 
Financial  Impact  of  Cases  Resolved 
Financial  Status  of  Providers  Reviewed 
Analysis  of  Donated  Funds 


Section  IX: 
Section  X: 

Section  XI: 


Affirmative  Action  Record 

Individual  Summaries  of  Audit  Cases 
Resolved  During  Fiscal  Year  1988 

Glossary  of  Terms 


2 

5 
13 
13 
16 
17 
18 

19 

21 

21 
23 
24 
25 

26 

27-99 
100 


-2- 

EXECUTIVE  OFFICE  OF  HUMAN  SERVICES 

OFFICE  OF  AUDITING  AND  ACCOUNTS 

SEMI-ANNUAL  LEGISLATIVE  REPORT 

FISCAL  YEAR  1988 

SECTION  I  —  OVERVIEW 


The  Executive  Office  of  Human  Services,  Office  of 
Auditing  and  Accounts  (EOHS/OAA) ,  is  located  in  the  cabinet 
secretariat  which  oversees  sixteen  line  agencies,  including 
major  purchasing  agencies  (e.g.,  DMH,  DMR,  DSS,  DPH)  and  the 
Rate  Setting  Commission.   These  agencies  collectively  purchase 
approximately  $750  million  from  human  services  providers  per 
year. 

During  the  first  six  months  of  fiscal  year  1988,  several 
significant  developments  occurred  affecting  EOHS/OAA: 

o      EOHS/OAA  continued  in  its  long-term  effort  to  promote 

internal  adherence  to  federally-promulgated  standards  for 
governmental  auditors.   This  included  continuing  to  train 
staff  and  review  draft  audit  reports  with  particular 
emphasis  upon  quality  of  reports,  and  proper  preparation 
of  workpapers  underlying  audit  findings. 

o      EOHS/OAA  devoted  a  significant  amount  of  attention  within 
the  audit  resolution  function,  to  closure  of  older  audit 
reports.   In  many  cases,  issues  had  been  referred  to 
purchasing  agencies,  RSC,  tax  agencies  and  other  entities 
in  prior  years.   Because  responses  which  adequately 
addressed  all  aspects  of  the  issues  had  not  been 
received,  those  issues  were  still  outstanding  and  audit 
files  kept  open.   As  noted  in  Section  V,  EOHS/OAA  was 
able  to  close  eighty-two  (82)  such  cases  over  the  past 
six  months  as  a  result  of  improved  understandings  with 
other  agencies  concerning  responses  to  audit  referrals. 

o      EOHS/OAA  has  begun  a  long-term  effort  to  upgrade  its 
computer  systems.   A  significant  amount  of  energy  has 
been  devoted  to  establishing  systems  and  training  staff, 
and  additional  systems  improvements  are  contemplated. 
All  such  efforts  enhance  the  ability  of  EOHS/OAA  to  have 
an  impact  on  the  enormous  purchase  of  service  system. 
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o      EOHS/OAA  began  resolution  of  audits  pursuant  to  the 
original  Audit  Resolution  Policy  in  the  middle  of  FY 
1985.   As  a  result  of  responses  received  from  EOHS 
purchasing  agencies  (e.g.  DMH,  DSS,  DPH)  and  the  Rate 
Setting  Commission,  to  several  hundred  audit  referrals, 
EOHS  has  concluded  that  revisions  to  the  Audit  Resolution 
Policy  are  necessary.    In  particular,  it  is  apparent 
that  under  the  former  policy,  accountability  for 
addressing  issues  of  the  accrual  of  "surplus  funds" 
and/or  "deficits",  so-called,  in  state  contracting  was 
unclear.   These  issues  had  been  cited  as  requiring 
further  definition  by  other  parties,  including  the  House 
and  Senate  Committees  on  Ways  and  Means.   In  addition, 
EOHS  had  issued  the  Fiscal  Procurement  Resolution  Policy 
("Re-Use  and  Recovery  Plan",  so  -  called),  to  be 
effective  regarding  FY  1988  contracting.   This  and  other 
developments  which  had  occurred  in  the  purchase  of 
service  system  since  FY  1985  necessitated  a  revised  Audit 
Resolution  Policy. 

EOHS/OAA  has  proposed  a  revised  Policy,  intended  to 
clarify  responsibility  for  resolution  of  significant 
issues  which  are  noted  in  audit  reports,  in  a  manner 
consistent  with  legislative  intent.  '  The  revised  Policy 
was  also  consistent  with  the  "Re-Use  and  Recovery  Plan" 
and  all  other  current  EOHS  policies.   The  policy  was 
widely  discussed  among  interested  parties,  including 
EOHS  agency  representatives,  legislative  staff, 
representatives  of  the  provider  community,  and  other 
governmental  auditors.   The  resulting  revised  EOHS  Audit 
Resolution  Policy,  effective  from  December  1,  1987 
forward,  is  set  forth  in  its  entirety  in  Section  II. 

o      Over  the  past  three-and-one-half  years,  EOHS/OAA  has 
recovered,  or  directed  its  agencies  to  recover, 
$2 . 064 , 882  in  funds  as  a  result  of  audit  findings. 
Section  VI  of  this  Report  provides  current  information 
regarding  the  status  of  recovery  activities. 

Major  office  functions  include: 

1.     Auditing  purchase  of  service  providers.   EOHS/OAA  has 

developed  financial  and  compliance  audit  guides  which  are 
specifically  tailored  to  the  auditing  of  non-profit 
corporations.   These  guides  are  consistent  with 
professional  auditing  standards  set  forth  by  the  US 
General  Accounting  Office.   EOHS/OAA  has  developed  the 
.capacity  to  perform  a  multi-level  audit  program  which 
includes:   (1)  a  pre-audit  survey  and  management  review; 

(2)  a  limited  scope  financial  and  compliance  audit;  and 

(3)  a  full  scope  financial  and  compliance  audit. 
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2.  Auditing  human  service  agency  facilities  and  functions. 
EOHS/OAA  has  conducted,  as  needed,  reviews  of  particular 
entities  and  functions  within  EOHS  and  its  agencies. 
Furthermore,  in  FY  1987,  EOHS/OAA  began  a  regular  series 
of  program  results  audits,  reviewing  purchasing  agency 
contracting  processes  and  practices,  to  ensure  compliance 
with  applicable  laws,  regulations  and  policies. 

3.  Auditing  federal  block  grants  (Alcohol,  Drug  and  Mental 
Health,  and  Preventive  Medicine)  consistent  with  OBRA 
requirements . 

4 .  Coordinating  EOHS  agency  audit  activity  to  ensure  that 
duplication  of  audit  resources  does  not  occur.   This 
includes  maintaining  a  regular  dialogue  with  the  Auditor 
of  the  Commonwealth,  to  coordinate  related  activity. 

5.  Resolving  all  types  of  audit  reports  to  ensure  that 
issues  documented  during  audit  are  corrected  by 
management.   This  includes  reporting  all  pertinent 
information  to  the  legislature,  administrative  officials, 
and  other  appropriate  parties.   Staff  resolve  audit 
reports  prepared  for  EOHS/OAA  by  .i^s  own  field  audit 
staff  and  by  contracted  CPA  firms,  and  direct  and 
coordinate  the  resolution  by  EOHS  agencies  of  audit 
reports  prepared  by  other  governmental  auditors  (e.g., 
Auditor  of  the  Commonwealth) .   All  such  activity  is  in 
accordance  with  established  EOHS  audit  resolution 
policies. 
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SECTION  II 


AUDIT  RESOLUTION  PROCEDURES 


This  report  primarily  summarizes  audit  resolution 
activity  during  the  six  months  ended  December  31,  1987. 

EOHS/OAA  resolution  policies  require  that  audit  reports 
and  the  resultant  resolution  recommendations  be  distributed  to 
responsible  government  officials  and  organizations  that  have  the 
statutory  or  regulatory  authority  to  take  corrective 
administrative  action.   To  insure  implementation  and  maintenance 
of  sound  management  practices,  EOHS/OAA  requires  that  the 
primary  EOHS  purchasing  agency  and  the  provider  organization 
enter  into  a  written  plan  of  action  to  correct  administrative 
deficiencies.   Audit  issues  which  affect  rates  of  reimbursement 
paid  to  provider  organizations  are  routinely  referred  to  the  RSC 
for  rate  redetermination  or  other  action,  or  to  the  purchasing 
agencies  for  reimbursement  adjustment  or  budget  renegotiation. 
Other  matters  are  referred  to  the  state  or  federal  governmental 
agency  which  has  jurisdiction  over  the  issue. 

A  major  initiative  of  EOHS/OAA  for  the  six  months  ended 
December  31,  1987  was  the  proposal,  discussion,  and 
implementation  of  a  new  Audit  Resolution  Policy.   EOHS/OAA 
drafted  a  proposed  policy  and  then  opened  the  process  for 
discussion  by  interested  parties.   Through  a  series  of  meetings 
held  over  five  months,  including  purchasing  agencies,  RSC, 
legislative  representatives,  other  governmental  auditors,  and 
the  provider  community,  comments  were  solicited.   Suggestions 
were  considered  and  many  were  reflected  in  the  Policy  which  was 
adopted.   EOHS  purchasing  agencies  and  RSC  indicated  their 
acceptance  of  and  agreement  to  adhere  to  the  new  Policy,  which 
was  effective  for  all  audits  resolved  after  November  30,  1987. 
The  complete  revised  Audit  Resolution  Policy  is  reprinted 
following  this  section. 
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Major  changes  in  the  revised  Policy  are  as  follows: 


1.  The  new  Policy  is  neutral  as  to  variances. 
Whereas  the  old  Policy  only  called  attention  to 
"surpluses",  the  new  Policy  addresses  both  surplus 
and  deficit  conditions,  as  both  are  indices  of 
possible  problems  in  the  system. 

2.  A  specific  definition  of  significance  for 
variances  has  been  delineated;  in  such  cases,  the 
appropriate  state  agency  must  determine  the  reason 
for  the  variance  and  appropriate  action  to  follow. 

3.  Disallowed  expenses  may  now  be  subject  to 
recovery. 

4.  The  new  Policy  clarifies  which  agency  should 
receive  referrals,  based  on  type  of  contracting 
(e.g.,  class  rate,  unit  rate,  etc.). 

5.  A  section  was  included  to  address  resolution  of 
audit  findings  documenting  significant 
underspending  for  staffing,  e.g.,  less  than  90%  of 
funds  budgeted  or  allocated  for  staffing. 

6.  The  new  Policy  has  been  updated  to  be  consistent 
with  all  policies  which  have  evolved  within  EOHS 
and  its  agencies  since  FY  1985,  including  the 
"Re-Use  and  Recovery  Plan" . 

7.  At  its  request,  the  Inspector  General's  Office  is 
now  included  in  the  list  of  state  entities  which 
receive  referrals. 


-7- 


EOHS  AUDIT  RESOLUTION  POLICY 
(Effective  December  1,  1987) 


EOHS/OAA  resolution  policies  dictate  that  audit 
reports  and  the  resultant  resolution  recommendations  be 
distributed  to  responsible  government  officials  and 
organizations  that  possess  the  statutory  or  regulatory  authority 
to  take  corrective  administrative  actions.   This  is  intended  to 
be  consistent  with  the  requirements  of  Standards  for  Audit  of 
Governmental  Organizations.  Programs.  Activities,  and  Functions 
("Yellow  Book")  promulgated  by  the  Comptroller  General  of  the 
United  States,  and  other  standards  applicable  to  governmental 
auditors. 


In  order  to  insure  the  implementation  and 
maintenance  of  sound  management  practices,  EOHS/OAA  requires 
that  the  primary  EOHS  purchasing  agency  and  the  provider 
organization  enter  into  a  written  plan  of  action  to  correct 
administrative  deficiencies  (e.g.,  poor  or  non-existent  books  or 
records,  lack  of  internal  controls,  inadequate  safeguards  of 
client  funds,  etc) .   This  plan  must  specify  the  manner  in  which 
each  deficiency  will  be  addressed  and  the  date  by  which  that 
action  will  be  completed,  and  must  be  signed  by  both  parties. 
Each  plan  is  reviewed  by  EOHS/OAA  for  adequacy  before  the  audit 
is  considered  closed. 


In  addition,  audit  findings  which  affect 
reimbursement  paid  to  provider  organizations  (e.g.,  disallowed 
costs,  overbilling,  underspending,  undocumented  expenses,  over 
and/or  underutilization)  are  routinely  referred  to  the  Rate 
Setting  Commission  for  rate  adjustments  or  other  action,  or  to 
purchasing  agencies  for  reimbursement  adjustments  or  budget 
renegotiation.   Other  matters  are  referred  to  the  state  or 
federal  governmental  agency  which  has  jurisdiction  over  the 
issue.   All  policies  and  procedures  contained  herein  pertain 
only  to  resolution  of  audit  findings,  resulting  from  testing  and 
reporting  compliance  with  existing  standards,  including  other 
policies  issued  by  EOHS. 
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A  summary  of  present  EOHS/OAA  resolution  policies  includes 
the  following: 


Condition 

1.  Administrative  Deficiencies 

2 .  Non-performance  of  Services 

3.  Conflict  of  Interest 

4.  Disallowed  Costs/Expenses 


5.    Failure  to  File  Documents 
Required  by  Law 


6.    Failure  to  Make  Payments 
Required  by  Law 


Fraud 


8.    Misconduct  of  State  Employee 


9.    Non-Compliance 


10.   Overbillmg 


11.   Underspending 


12 .   Undocumented  Expenses 


Referred  To 

EOHS  Purchasing  Agencies 

EOHS  Purchasing  Agencies 

State  Ethics  Commission 
Inspector  General 

Rate  Setting  Commission 
EOHS  Purchasing  Agencies 

Secretary  of  State 
Attorney  General 
State  Taxing  Agencies 
Federal  Taxing  Agencies 

State  Taxing  Agencies 
Federal  Taxing  Agencies 
Attorney  General 

Attorney  General 

Inspector  General 

State  Ethics  Commission 
Attorney  General 
Inspector  General 

Rate  Setting  Commission 
EOHS  Purchasing  Agencies 
EOHS  Office  of  Contracts 

Management 
Inspector  General 

Rate  Setting  Commission 
EOHS  Purchasing  Agencies 
Inspector  General 

Rate  Setting  Commission 
EOHS  Purchasing  Agencies 

Rate  Setting  Commission 
EOHS  Purchasing  Agencies 
Inspector  General 


13.   No  Material  Finding 


File  Closed 
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Reimbursement  Findings 

I.      Recovery  of  Funds  Under  All  Contracts 

A.  Non-Performance  Under  the  Contract 

Non-performance  under  contracts  means  services  were 
not  delivered,  or  services  delivered  did  not  meet 
standards  established  by  the  purchasing  agency  in 
the  contract.   In  the  event  of  non-performance, 
recovery  of  funds  is  appropriate.   Such  cases  will 
be  resolved  through  negotiations  between  the 
provider  and  the  purchasing  agency.   Once  a 
determination  of  non-performance  is  made,  the  focus 
of  discussion  should  be  the  manner  of  resolution 
which  is  most  appropriate  under  the  circumstances, 
and  if  not  already  determined,  the  value  of 
services  which  were  not  rendered. 

B.  Fraudulent  Billing 

All  reimbursements  to  a  provider  which  have  been 
determined  to  be  supported  by  fraudulent 
documentation  will  be  disallowed.   Funds 
fraudulently  acquired  must  be  promptly  recovered  in 
full  and  returned  to  the  Commonwealth.   All  such 
cases  will  be  referred  to  the  Attorney  General,  and 
the  Inspector  General. 

C.  Undocumented  Reimbursement 

In  the  present  system  of  EOHS  contract 
requirements,  General  Conditions,  Rate  Setting 
Commission  requirements,  and  purchasing  agency 
requirements,  under  all  contracts,  regardless  of 
the  reimbursement  mechanism,  providers  are  required 
to  maintain  appropriate  documentation  of  actual 
allowable  expenses,  revenues,  and  service 
provision.   In  the  event  of  a  determination  of  a 
failure  to  maintain  adequate  and  appropriate 
documentation,  depending  upon  the  circumstances, 
recovery  of  funds  or  rate  adjustments  may  occur  as 
a  basis  for  resolution, in  accordance  with  the 
reimbursement  mechanism.   In  the  case  of 
contractual  relationships  other  than  cost 
reimbursement  contracts,  other  evidence,  in  the 
form  of  credible  and  convincing  alternative 
documentation,  that  the  services  in  question  were 
actually  rendered  and  that  allowable  expenses  in 
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question  were  actually  incurred  will  be 
considered.   In  such  cases,  however,  in  order  to 
prevent  reoccurrence  of  recordkeeping  deficiencies 
in  subsequent  years,  satisfactory  written 
resolution  of  all  such  audit  determinations  must 
have  been  reached. 


D.  Disallowed  Expenses 

Under  all  contracts,  reimbursement  to  providers  is 
permitted  only  for  actual  allowable  expenses,  as 
defined  in  EOHS  contract  requirements,  General 
Conditions,  Rate  Setting  Commission  requirements, 
and/or  purchasing  agency  requirements.  Depending 
upon  the  circumstances,  actual  expenses  for 
unallowable  items  may  be  subject  to  recovery  or 
rate  adjustments,  in  accordance  with  the 
reimbursement  mechanism. 

E.  Billing  Errors 

Errors  in  invoices  submitted  to  the  Commonwealth 
for  reimbursement,  which  do  not  constitute  fraud, 
will  be  referred  to  the  purchasing  agency  to  be 
rectified  in  the  most  appropriate  manner  possible 
under  the  circumstances. 


F.     Significant  Underspending  for  Staffing 

For  purposes  of  this  section,  review  of  the  cost  of 
staffing  shall  take  into  consideration  payroll,  the 
cost  of  relief  staff  and  consultants,  compensated 
overtime  performed  by  existing  staff,  related 
taxes,  related  benefits,  and  the  like. 

For  purposes  of  resolution  of  audit  findings 
concerning  reimbursement,  a  determination  that  any 
program  or  cost  category  for  which  spending  for 
staffing  during  the  period  was  below  90  percent  of 
the  funds  budgeted  or  allocated  for  staffing  in 
any  portion  of  the  contracts  funding  such  program 
or  cost  category,  shall  be  referred  to  the 
purchasing  agency  for  a  determination  whether 
recovery  of  funds  is  appropriate. 
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Underspendina  or  Overspending  in  Unit  Rate  Contracting 

A.  Class  Rate  Contracting 

Under  class  rate  contracting,  the  provider  is  paid 
a  per-unit  rate  which  has  been  established  by  the 
Rate  Setting  Commission  for  all  programs  offering  a 
particular  type  of  service.   In  the  event  of  a 
determination  of  any  variance  between  reimbursement 
received  under  contracts  funded  by  class  rates,  and 
a  provider's  actual  allowable  expenses  associated 
with  such  contracts,  the  information  will  be 
reported  to  the  Rate  Setting  Commission.   If  any 
variance  is  greater  than  five  percent  or  $50,000, 
whichever  is  less,  the  RSC  will  be  requested  to 
resolve  the  determination  by  specifically 
identifying  the  manner  in  which  the  information  has 
been  or  will  be  taken  into  account  in  prospective 
class  rate  determinations.   If  the  variance  is  less 
than  that,  no  response  will  be  required.  All  such 
variances  will  also  be  reported  to  the  purchasing 
agency  for  informational  purposes. 

B.  Non-Negotiated  Historical  Cost-Based 
Unit  Rate  Contracting 

Under  these  contracts,  the  provider  is  paid  a 
per-unit  rate  which  has  been  established  solely  by 
the  Rate  Setting  Commission  for  a  specific  program 
on  the  basis  of  historical  costs  of  the  prograr. . 
In  the  event  of  a  determination  of  any  variance 
between  reimbursement  received  under  contracts 
funded  by  such  rates,  and  a  provider's  actual 
allowable  expenses  associated  with  such  contracts, 
the  issue  will  be  resolved  in  the  same  manner 
specified  above  for  Class  Rate  Contracting. 

In  any  case  resolved  pursuant  to  II  (A)  or  (B)  above,  if 
upon  further  review  the  Rate  Setting  Commission  finds 
that  fraudulent  billing,  undocumented  reimbursement, 
disallowed  expenditures  or  significant  underspending  for 
staffing  occurred,  it  should  resolve  such  determinations 
in  a  manner  consistent  with  I  (A  through  E)  above. 
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C.     Negotiated  Historical  Cost-Based 
Unit  Rate  Contracting 

Under  these  contracts,  the  provider  is  paid  a 
per-unit  rate  for  a  specific  program  on  the  basis 
of  a  budget  negotiated  between  the  purchasing 
agency  and  the  provider  and  approved  by  the  Rate 
Setting  Commission.   In  the  event  of  a 
determination  of  any  variance  between  reimbursement 
received  under  contracts  funded  by  such  rates  and  a 
provider's  actual  allowable  expenses  associated 
with  such  contracts,  the  information  will  be 
reported  to  the  purchasing  agency.   If  any  variance 
is  greater  than  five  percent  or  $50,000,  whichever 
is  less,  the  purchasing  agency  will  be  required  to 
resolve  the  determination  by  specifically 
identifying  the  circumstances  or  practices  which 
caused  the  variance  to  occur,  and  the  manner  in 
which  the  information  has  been  or  will  be  taken 
into  account  in  prospective  contract  negotiations 
to  prevent  such  circumstances  or  practices  from 
causing  reoccurrence  of  such  variances.   If  the 
variance  is  less  than  that,  no  response  will  be 
required.   All  such  variances,  and  all  agency 
responses  concerning  such  variances,  will  also  be 
reported  to  the  Rate  Setting  Commission  for 
informational  purposes. 

However,  if  upon  further  review  the  purchasing  agency 
finds  that  non-performance  under  the  contract,  fraudulent 
billing,  undocumented  reimbursement,  disallowed 
expenditures,  or  significant  underspending  for  staffing 
occurred,  it  must  resolve  such  determinations  in  a  manner 
consistent  with  I  (A  through  E)  above. 
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SECTION  III 
STATUS  OF  AUDITS  ASSIGNED 

Financial  and  Compliance  Audits  bv  CPA/s  FY  19 8 8 

Total  Audits  Assigned  7/1/87  to  12/31/87  23 

Financial  and  Compliance  Audits  by  EOHS/OAA 
Staff 

Total  Audits  Assigned  7/1/87  to  12/31/87  17 

Total  40 


SECTION  IV 


SUMMARY  OF  RESPONSES  TO  AUDIT  REPORTS 


During  FY  1985,  FY  1986,  FY  1987  and  the  first  half  of  FY  1988 
EOHS/OAA  reported  on  283  audits  in  nine  legislative  reports. 
Pursuant  to  policy,  EOHS/OAA  distributes  audit  reports  and 
requires  corrective  action  from  governmental  agencies  which 
possess  the  statutory  or  regulatory  authority  to  correct 
deficiencies  cited  (these  policies  are  more  fully  explained  in 
Section  II,  Audit  Resolution  Procedures) .   The  status  of 
responses  required  by  EOHS/OAA  as  of  12/31/87  include  the 
following: 
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FY'85.  FY '86  and  FY '87  Audit  Referrals 


FY '88  Audit  Referrals 


RESP.  DUE 

RESP. 

RESP. 

AFTER 

AGENCY 

REF. 

REC. 

OUT. 

* 

REF. 

REC. 

12/31/87 

* 

AG/  PC 

27 

9 

18 

0 

7 

3 

3 

0 

DES 

3 

2 

1 

0 

1 

0 

1 

0 

DMH 

54 

39 

15 

23 

18 

4 

8 

1 

DOL 

10 

0 

10 

0 

2 

0 

0 

0 

DOR 

25 

2 

23 

0 

4 

0 

3 

0 

DPH 

13 

11 

2 

7 

3 

0 

2 

0 

DPW 

5 

2 

3 

0 

1 

0 

1 

0 

DSS 

26 

13 

13 

9 

6 

0 

3 

0 

DYS 

1 

1 

0 

1 

3 

1 

1 

0 

HHS/IG 

1 

0 

1 

0 

0 

0 

0 

0 

IRS 

35 

3 

32 

0 

8 

2 

5 

0 

MPBA 

5 

0 

5 

0 

0  • 

0 

0 

0 

MOIG 

0 

0 

0 

0 

3 

0 

1 

0 

MRC 

1 

1 

0 

0 

1 

0 

1 

0 

OCM 

14 

14 

0 

0 

12 

6 

6 

0 

OGC 

1 

0 

1 

0 

2 

0 

0 

0 

RSC 

77 

77 

0 

19 

19 

13 

6 

7 

SEC 

2 

2 

0 

0 

1 

0 

0 

0 

SOS 

12 

9 

3 

0 

8 

1 

7 

0 

TOTALS 


312 


185 


127 


59 


99 


30 


48 


REF.  =  Referred  to  Agency 

RESP.  REC.  =  Response  received 

OUT.  =  Outstanding 

*  =  Response  referred  back  to  Agency  for  additional  review 
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EXPLANATION  OF  ACRONYMS 


AG/ PC 

DES 

DMH 

DOL 

DOR 

DPH 

DPW 

DSS 

DYS 

HHS/IG 

IRS 

MBPA 

MOIG 

MRC 

OCM 

OGC 

RSC 

SEC 

SOS 


Attorney  General  Public  Charities  Division 

Division  of  Employment  Security 

Department  of  Mental  Health 

Department  of  Labor  and  Industries 

Department  of  Revenue 

Department  of  Public  Health 

Department  of  Public  Welfare 

Department  of  Social  Services 

Department  of  Youth  Services 

US  Department  of  Health  and  Human  Services, 
Office  of  Inspector  General 

Internal  Revenue  Service 

Massachusetts  Board  of  Public  Accountancy 

Massachusetts  Office  of  Inspector  General 

Massachusetts  Rehabilitation  Commission 

EOHS  Office  of  Contract  Management 

EOHS  Office  of  General  Counsel  and  Investigations 

Rate  Setting  Commission 

State  Ethics  Commission 

Secretary  of  State 


-16- 


SECTION  V 


SUMMARY  OF  CLOSED  AUDITS 


A  significant  measure  of  accomplishment  for  any  audit 
function  is  the  extent  to  which  it  is  able  to  bring  about 
correction  of  deficiencies  by  other  entities.   For  EOHS/OAA,  the 
fact  that  corrective  action  has  been  taken  is  measured  by  the 
number  of  audits  that  are  closed  through  the  resolution 
process.   When  an  audit  is  closed,  the  auditee  has  agreed  to 
implement  all  corrective  actions  recommended,  EOHS  agencies  have 
agreed  to  take  all  actions  directed,  and  issues  of  recovery  of 
funds  have  been  appropriately  addressed. 

By  putting  special  emphasis  on  completing  resolutions, 
EOHS/OAA  has  been  very  successful  in  this  area  during  the  first 
half  of  Fiscal  Year  1988.   This  was  achieved  by  working  with  our 
agencies,  especially  concerning  older  audits,  to  resolve  the 
outstanding  deficiencies  cited.   In  the  first  half  of  Fiscal 
Year  1988,  EOHS/OAA  has  closed  82  audits.   In  contrast,  EOHS/OAA 
closed  50  audits  in  all  of  Fiscal  Year  1987  and  only  16  audits 
in  Fiscal  Year  1986.   In  Fiscal  Year  1985,  36  audits  were  closed 
as  a  result  of  the  initial  implementation  of  audit  resolution 
activity.  (SEE  EXHIBIT  I) 

EOHS/OAA  is  making  an  effort  to  encourage  agencies  to  act  on 
audit  reports  in  a  more  timely  fashion  so  that  deficiencies  will 
be  corrected  more  promptly. 
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SECTION  VI 


RECOVERY  OF  FUNDS 
FISCAL  YEARS  1985.  1986.  1987  and  1988 


During  Fiscal  Years  1985,  1986  and  1987,  and  the  first  half 
of  Fiscal  Year  1988,  pursuant  to  the  EOHS/OAA  Audit  Resolution 
Policy  established  in  November,  1984,  EOHS/OAA  has  recovered, 
and  has  directed  agencies  to  recover,  funds  from  provider 
organizations,  based  on  findings  cited  in  audits  conducted  by 
both  the  Auditor  of  the  Commonwealth  and  by  EOHS/OAA.   The 
legislative  report  submitted  for  Fiscal  Year  1987  contained  a 
section  detailing  the  history  and  status  of  the  proceedings 
involved  in  the  recovery  or  resolution  of  $1.897 . 276  through 
June  30,  1987.   Since  then,  an  additional  $28 .410  was  recovered 
by  EOHS  agencies  as  a  result  of  those  audit  resolution 
determinations,  for  a  total  of  $1 . 925 . 686  in  cases  reported 
through  June  30,  1987. 

During  the  first  half  of  Fiscal  Year  1988  EOHS/OAA  has 
directed  agencies  to  recover  an  additional  $139 . 196  to  bring 
total  directed  recovery  to  $2 . 064 .882.   Of  that  total,  as  of 
December  31,  1987,  $1.22  2.741  has  been  recovered  or  resolved, 
and  $842 . 141  is  in  the  process  of  being  resolved  or  recovered. 

It  should  be  noted  that  there  are  many  variables  that  affect 
the  amount  of  funds  that  are  directed  to  be  recovered  each 
year.   For  instance,  in  FY  1986  four  unusually  large  recovery 
cases  accounted  for  almost  four  hundred  thousand  dollars,  while 
in  FY  1987  and  the  first  half  of  FY  1988  no  single  case  exceeded 
fifty  thousand  dollars.   Therefore,  the  "bottom  line"  amount 
directed  for  recovery  does  not  necessarily  bear  a  direct 
relationship  to  the  productivity  of  the  unit,  but  rather 
represents  a  compilation  of  unpredictable  audit  findings.   This 
is  especially  true  now  that  a  substantial  percentage  (50%)  of 
audits  are  selected  on  a  random  basis. 

In  fact,  as  implementation  of  system  reforms  by  EOHS  and  its 
agencies  continues,  gross  instances  of  billing  errors, 
disallowed  costs,  and  other  activities  for  which  recovery  would 
be  appropriate  should  occur  less  frequently.   The  unusually 
large  amount  of  recovery  directed  during  FY  1986,  for  example, 
concerned  primarily  contracting  activity  during  FY  1983-1984. 
The  system,  and  the  ability  of  the  Commonwealth  to  monitor  that 
system,  have  become  more  sophisticated  since  then. 


-19- 


SECTION  VII 


STATUS  OF  RSC  AUDIT  RESOLUTION  ACTIVITY 


During  the  summer  of  1987,  EOHS/OAA  and  RSC  agreed  to  the 
need  for  further  discussion  regarding  important  issues  affecting 
both  organizations.   To  this  end,  appropriate  representatives  of 
RSC  and  EOHS  had  regular  meetings  throughout  the  fall  to  address 
recommendations  of  both  agencies.   A  summary  of  the  actions 
taken  is  as  follows. 

One  area  of  concern  was  inaccurate  reporting  of 
information  on  the  RSC  Cost  Report,  which  is  signed  under  the 
pains  and  penalties  of  perjury.   In  the  past  RSC  took  no  action 
on  referrals  of  inaccurate  reporting  which  had  no  effect  on 
rates.   As  agreed,  RSC  has  begun  to  send  letters  to  providers 
indicating  that  inaccurate  reporting  is  serious  and  will  not  be 
tolerated.   RSC  has  sent  approximately  16  letters  to  providers 
based  on  audit  referrals  and  has  agreed  to  continue  to  send  such 
letters  in  all  cases  of  inaccurate  reporting.   Specific 
instances  of  inaccurate  reporting  included  items  such  as  failure 
to  disclose  related  parties  and  depreciation  of  state-owned 
assets.   In  egregious  cases,  RSC  may  take  additional 
administrative  action,  which  might  include  imposition  of 
penalties  or  referral  to  the  Attorney  General. 

A  second  area  of  discussion  concerned  "disallowed  costs". 
RSC  responded  that  in  some  cases  it  did  not  agree  with  the 
EOHS/OAA  interpretation  that  the  costs  were  "disallowed", 
pursuant  to  RSC  regulations.   In  order  to  address  this  issue, 
RSC  was  asked  to  issue  written  policy  statements  regarding  its 
interpretation  of  RSC  regulations  on  Certain  Fringe  Benefits, 
Excessive  Costs,  and  Salaries.  These  have  been  received,  and  a  * 
statement  on  Bonuses  is  forthcoming.   To  the  extent  to  which 
specific  guidance  is  included  in  the  statements,  EOHS/OAA  has 
agreed  to  adhere  to  these  RSC  policy  statements,  and  RSC  has 
agreed  to  adjust  rates  based  on  audit  referrals  in  appropriate 
cases.   The  statements  on  Excessive  Costs  and  Salaries  are 
essentially  in  progress,  therefore,  they  are  of  limited  use  at 
this  time. 

RSC  made  a  request  for  more  details  to  be  set  forth  in 
resolution  letter  findings.   As  a  result,  audit  resolution 
letters  now  more  specifically  detail  the  information  found  in 
the  audit  reports  and  workpapers  (e.g.,  regarding  related 
parties) .   RSC  has  agreed  to  make  rate  adjustments  in  unit  rate 
contracts  with  respect  to  this  issue. 
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A  new  Audit  Resolution  Policy,  initiated  by  EOHS/OAA  and 
agreed  to  by  the  Purchasing  Agencies  and  RSC,  was  put  into 
effect  December  1,  1987.   The  policy  serves  to  clarify  roles  and 
responsibilities  of  EOHS/OAA,  RSC,  and  the  Purchasing  Agencies. 
Where  it  is  documented  in  audit  reports  that  disallowed 
expenditures  of  Commonwealth  funds  in  unit  rate  contracts  were 
part  of  the  base  of  an  individual  provider  unit  rate,  or  of  an 
add-on,  the  Commission  agrees  to  recertify  the  appropriate 
individual  rate.   In  addition,  the  Commission  agrees  to  review 
cost  reports  filed  for  years  subsequent  to  the  audit  period,  if 
any,  and  if  the  same  disallowed  expenditures  continue  to  be 
included  in  the  base  for  subsequent  years  rates,  recertif ication 
of  those  rates  will  also  occur.   The  RSC  has  stated  that  it 
cannot  "recertify  a  class  rate,  where,  after  the  rate  year,  a 
single  member  of  the  class  is  found  to  have  spent  some 
rate-generated  revenue  on  non-allowable  costs."   However,  where 
it  is  documented  that  Commonwealth  funds  were  spent  on 
disallowed  costs,  RSC  states  that  it  will  take  such 
disallowances  into  account  when  determining  a  subsequent  base 
for  class  rates. 

The  third  area  of  discussion  concerned  findings  of  excess 
revenue  over  expense  ("surplus")  or  excess  expense  over  revenue 
("deficit").   For  audits  resolved  prior  to  December  1,  1987,  RSC 
and  EOHS/OAA  agreed  on  significance  criteria  for  analysis  of  . 
surplus/deficit  issues.   The  new  Audit  Resolution  Policy, 
effective  12/1/87,  which  RSC  has  agreed  to  follow,  provides 
guidelines  for  determining  significant  variances  between 
budgeted  and  actual  expenditures.   If  the  significance  criteria 
are  met,  findings  in  Class  Rate  Contracts  and  Non-Negotiated 
Historical  Cost-Based  Unit  Rate  Contracts  are  referred  to  RSC  to 
resolve,  and  to  Purchasing  Agencies  for  informational  purposes. 
RSC  will  identify  the  manner  in  which  the  information  has  been 
or  will  be  taken  into  account  in  prospective  rate 
determinations.   Findings  of  significant  variances  under 
Negotiated  Historical  Cost-Based  Unit  Rate  Contracts  will  be 
referred  to  the  Purchasing  Agencies  for  resolution  and  to  RSC 
for  informational  purposes. 
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SECTION  VIII 
SUMMARY  OF  FY  1987  RESOLVED  AUDITS 


EOHS/OAA  has  reported  on  28  cases  resolved  from  July  1 
through  December  31,  1987,  in  Section  X,  Individual 
Summaries  of  Audit  Cases  Resolved  During  FY  1988.   These  include 
3  audits  conducted  by  the  Auditor  of  Commonwealth,  and  25  audits 
conducted  by  EOHS/OAA,  and  in  different  instances  included  a 
review  of  fiscal  or  calendar  year(s)  1984  through  1986.   The 
findings  cited  are  all  material,  but  in  some  categories,  they 
may  vary  from  common  infractions  to  serious  compliance 
deficiencies.   At  the  end  of  each  case  the  resolution  activity 
is  summarized  by  naming  the  agency  to  which  each  issue  was 
referred.   A  summary  of  the  resolution  of  these  28  audits  found 
that  provider  organizations  were  not  in  compliance  in  the 
following  areas: 

1.  Internal  Control  Findings:   Generally,  these  findings 
indicate  weaknesses  in  the  agency's  systems  for 
safeguarding  assets.   In  26  (out  of  28)  cases,  the 
provider  organizations  were  cited.   Internal  control 
findings  usually  also  result  in  non-compliance  with  EOHS 
General  Conditions,  as  well  as  non-compliance  with  other 
provisions  of  the  contract. 

2.  Compliance  with  the  Terms  of  the  Contract:   In  17  cases, 
providers  were  not  in  compliance. 

3.  Compliance  with  EOHS  General  Conditions:   In  2  0  cases, 
providers  were  not  in  compliance. 

4.  Undocumented/Disallowed  Costs:   16  cases  contained 
findings  of  undocumented  or  disallowed  costs  which  were 
referred  to  EOHS  agencies  for  resolution. 

5.  Conflict  of  Interest:   Violations  were  found  in  4  cases. 

6.  Compliance  with  RSC  Regulations  Regarding  Filing  and 
Accurately  Completing  the  Rate  Setting  Commission  Cost 
Report:   In  14  cases,  providers  were  not  in  compliance. 

7.  Compliance  with  Related  Party  Requirements:  3  of  the 
provider  organizations  which  engaged  in  related  party 
transactions  had  not  disclosed  these  as  required. 

8.  Compliance  with  Filing  Requirements  of  the  Internal 
Revenue  Service,  the  Department  of  Revenue,  or  the 
Division  of  Employment  Security:   In  13  cases,  providers 
were  not  in  compliance. 
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9.  Compliance  with  the  Filing  Requirement  of  the  Secretary 
of  State:   In  10  cases,  providers  were  not  in  compliance. 

10.  Compliance  with  Filing  Financial  Statements  with  the 
Public  Charities  Division  of  the  Attorney  General's 
Office  and  Compliance  with  Statutory  Requirement  for 
Corporate  Dissolution:   In  6  cases,  providers  were  not  in 
compliance. 

11.  Compliance  with  Statutory  Requirements  Under  the 
Jurisdiction  of  the  Department  of  Labor  and  Industries 
Regarding  Payment  of  Overtime:   In  one  case  a  provider 
was  not  in  compliance. 

12.  Referrals  to  the  Attorney  General's  Office  Regarding 
Potential  Fraud  and  Abuse:   3  cases  were  referred. 

13.  Referrals  to  the  Office  of  Inspector  General  Regarding 
Potential  Fraud  and  Abuse:   5  cases  were  referred. 

14.  Compliance  with  the  American  Institute  of  Certified 
Public  Accountants,  Industry  Audit  Guide,  Audits  of 
Voluntary  Health  and  Welfare  Organizations:   In  7  cases, 
providers  were  not  in  compliance. 


176.882 

14.297 

487,778 

139,196 
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FTNANCIAL  IMPACT  OF  CASES  RESOLVED 


Resolution  of  Audits  by  EOHS/OAA  FY/87  FY'88 

(12/31/87) 

1.  Recovery  of  funds  by  EOHS 
agencies  directed  by 

EOHS/OAA:  310,896         124,899 

2.  Recovery  of  funds  by  EOHS 
agencies,  directed  by 
EOHS/OAA  as  a  result  of 
vendor  audits  conducted  by 
OS  A: 

TOTAL: 

3 .  Excess  revenues  over 
expenses  accrued  by  provider 
organizations  audited  and 
reported  to  RSC  by  EOHS/OAA 
as  potential  rate 
adjustments:  1, 326,843        361, 637 

4 .  Excess  expenses  over 
revenues  accrued  by 
provider  organizations 
audited  and  reported  to  RSC 
by  EOHS/OAA  as  potential 
rate  adjustments:  (757, 281)       (514 , 883 ) 

5.  Referral  by  EOHS  agencies 
to  RSC  for  potential  rate 
adjustments,  directed  by 
EOHS/OAA  as  a  result  of 
vendor  audits  conducted 
by  OS A:  19,224        (165,801) 


Amounts  listed  above  include  the  28  audits  resolved  during  the 
first  six  months  of  FY  1988,  as  well  as  the  85  audits  resolved 
during  FY  1987  and  the  follow-up  to  the  State  Auditor's  Office 
Audits  #86-1317-5,  #87-1080-1,  and  #87-1080-02. 
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FINANCIAL  STATUS  OF  PROVIDERS  REVIEWED 


The  audit  resolution  process  included  a  review  of  the 
financial  status  of  the  28  provider  organizations  audited  by 
EOHS/OAA  and  the  State  Auditor's  Office  described  in  this 
Report.   This  review  included  an  analysis  of  the  fund  balances 
or,  in  the  case  of  for-profit  organizations,  retained  earnings 
or  stockholder's  equity,  stated  on  the  providers'  financial 
statements  for  the  year(s)  audited.   In  different  instances, 
this  included  fiscal  or  calendar  years  1984  through  1986.   It 
should  be  noted  that  fund  balances  may  include  the  value  of 
buildings,  furnishings  and  equipment,  and  investments,  as  well 
as  cash. 


1.  Positive  Fund  Balances:   In  21  cases,  providers  were  found 
to  have  positive  overall  fund  balances  in  the  year(s) 
audited,  from  a  minimum  of  $4,643  to  a  maximum  of 
$1,042,652.   These  positive  fund  balances  totalled 
$4,433,032. 

2.  Fund  Deficits:   In  5  cases,  providers  were  found  to  have 
overall  fund  deficits  in  the  year(s)  audited,  from  a  minimum 
deficit  of  ($1,802)  to  a  maximum  deficit  of  ($139,020). 
These  deficits  totalled  ($222,760). 


Note:   In  two  audits  resolved,  fund  balances  were  not 
applicable. 
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ANALYSIS  OF  DONATED  FUNDS 

Chapter  761  of  the  Acts  of  1985,  the  "Philanthropic  Giving 
Act,"  incorporated  into  the  General  Laws  as  Section  77  of  Chapter 
6A,  provides:   "...(T)he  commission  in  carrying  out  its  duties, 
in  relation  to  the  establishment  of  rates  of  payment  and 
reimbursement  for  providers  of  health  care  services,  . . .shall  not 
consider  in  any  computation  involving  such  actions,  the  following 
as  resources  of  such  providers  of  health  care  services: 
unrestricted  grants,  gifts,  contributions,  bequests,  fund 
principal  or  endowment  balances,  or  any  income  therefrom. . . 
Restricted  grants,  gifts,  contributions,  bequests,  fund  principal 
or  endowment  balances,  ...  used  to  defray  allowable  operating 
costs  associated  with  providing  general  health  supplies,  care, 
social,  rehabilitative  or  educational  services,  ...  shall  be 
offset  by  the  commission  against  allowable  operating  costs ..." 
(emphasis  added) 

In  an  effort  to  continue  to  provide  useful  information  to  the 
legislature,  executive  agency  managers,  and  other  interested 
parties,  EOHS/OAA  has  conducted  the  following  analysis.   EOHS/OAA 
has  reported  on  28  cases  resolved  in  this  Legislative  Report  for 
the  first  half  of  fiscal  year  1988,  of  which  four  cases  were  not 
appropriate  for  this  study.   Of  the  remaining  24  cases,  sources 
of  funding  can  be  defined  as  below.   This  analysis  is  not 
intended  to  be  extrapolated  across  the  entire  system  of 
approximately  1300  service  providers. 


Total  funding  received  from 
all  sources: 

Total  funding  received  from  EOHS 
agencies: 

Total  funding  received  from  other 
fee  payors  for  services: 
(e.g.  other  state  agencies, 

municipalities,  client  fees, 

federal  government) 

Total  funding  received  from  other 
sources: 

(e.g.  investment  and  interest  income, 
restricted  donations) 

Total  unrestricted  donations, 
gifts,  contributions: 


Amount 
$  28,431,678 

$  18,270,992 

$   7,818,316 


$   2,287,633 


Percent 
(100%) 

(64.3%) 

(27.5%) 


(8.0%) 


54,737 


(  .2%) 
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SECTION  IX 


EOHS/OAA  AFFIRMATIVE  ACTION  RECORD 


In  the  past  two  years,  EOHS/OAA  has  grown  considerably  in 
size.   Ten  additional  positions  were  approved  by  the  legislature, 
and  a  few  vacancies  were  filled.   As  set  forth  below,  EOHS/OAA 
has  been  cognizant  of  its  responsibility  to  hire  and  promote 
employees  from  protected  groups,  including  minorities,  women  and 
Vietnam  era  veterans. 


Hiring  and  Promotion  Over  the  Past  Two  Years 


*   Total  Hired 
18 


Minorities   Women 
5         10 


Vietnam  Era  Vetera n s 


**   Total  Promoted 
*      12 


Minorities   Women 


Vietnam  Era  Veterans 
2 


If  one  person  falls  into  more  than  one  category  (e.g 
minority  woman),  s/he  is  counted  in  both  columns. 


** 


Some  of  the  individuals  noted  as  hired  were  also 
subsequently  promoted,  and  are  included  in  both 
categories. 
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SECTION  X 

INDIVIDUAL  SUMMARIES  OF  AUDIT  CASES  RESOLVED  DURING  FY  1988 

JULY  1.  1987  THROUGH  DECEMBER  31,  1987 

ALPHABETICAL  LISTING  OF  ORGANIZATIONS 

This  section  provides  a  summary  of  audit  report  findings  and 
resolution  activity  which  took  place  during  the  period  July  1,  19  8  7 
to  December  31,  1987.   More  detailed  information  is  available  upon 
request. 

Provider  Name  Audit  #      Page 

1.  Amego,  Inc. 

2.  Aquarius  House,  Inc. 

3 .  The  Baroco  Corporation 

4 .  Center  for  Human  Resources 
Development,  Inc. 

5.  Center  for  Living  and  Working  Inc. 

6.  Child  Guidance  Association  of 
Worcester,  Inc. 

7.  Children's  House,  Inc. 

8.  Cooperative  Productions,  Inc. 

9.  Dorchester  Mental  Health  Center  * 
Dorchester  Mattapan  Community  Mental 
Health  Center,  Inc.,  d/b/a 
Dorchester  Counseling  Center 

10.  Edward  Street  Day  Care  Center,  Inc. 

11.  Family  Health  and  Social 
Service  Center,  Inc. 

12 .  Greater  Lawrence  Mental 
Health  Center,  Inc. 

*  Audited  by  the  Auditor  of  the  Commonwealth 

i 


0-446-87 

29 

0-549-87 

32 

C-505-87 

34 

0-242-86 

35 

0-504-86 

37 

0-163-87 

39 

0-416-87 

41 

0-421-86 

44 

86-1317-5 

47 

0-546-87 

50 

0-305-87 

52 

0-126-87 

54 

-28- 


Provider  Name  Audit  #     Page 


13.  Haverhill  Day  Nursery 
Association,  Inc. 

14.  Holyoke  Health  Center,  Inc. 

15.  Incentive  Community  Enterprises,  Inc 

16.  The  Little  People's  Place,  Inc. 

17.  Mental  Health  Association 
of  Greater  Lowell,  Inc. 

18.  Newton-Needham  Mental  Health 
Association,  Inc. 

19.  Norfolk  Mental  Health 
Association,  Inc. 

20.  North  Central  Alcoholism 
Commission,  Inc. 

21.  Old  Colony  Council,  Inc. 

22.  Shelton's  Inc. 

23.  South  Central  Massachusetts 
Rehabilitative  Resources,  Inc. 

24.  Southern  Worcester  County 
Rehabilitation  Center,  Inc. 

25.  Survival  Center,  Inc. 

26.  Vanguard,  Inc. 

27.  The  Web  of  Life  Outdoor 
Education  Center,  Inc.  * 

28.  Youth  Resources,  Inc.  * 


*  Audited  by  the  Auditor  of  the  Commonwealth 


C-559-87 

59 

0-405-86 

62 

C-021-87 

63 

0-181-87 

65 

0-156-87 

68 

0-160-86 

71 

0-470-86 

73 

0-543-87 

77 

0-526-87 

79 

C-193-86 

81 

C-488-87 

83 

0-490-87 

85 

0-533-87 

87 

0-012-87 

89 

87-1080-1 

91 

85-1080-2 

96 
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Provider  Name:  Amego,  Inc. 

10  Merrymount  Street 
Quincy,  MA  02169 

Audit  #:  0-446-87 

Amego,  Inc.,  a  non-profit  corporation,  provided  services  to 
clients  with  autism  and  severe  behavioral  and  communication 
problems  through  a  day  activity  program  and  a  residential 
program  during  the  audit  period.   The  provider  contracted  with 
the  Department  of  Mental  Health  and  was  audited  for  the  fiscal 
year  ended  June  30,  1986.   A  summary  of  the  audit  report 
findings  included  the  following: 

A.  Several  weaknesses  were  noted  in  the  provider's  internal 
controls.   In  its  response  the  provider  stated  that  it  would 
correct  these  deficiencies. 

B.  The  provider  was  unable  to  locate  copies  of  all  DMH 
contracts,  and  some  of  the  contracts  that  were  provided  were 
not  signed  by  a  representative  of  the  funding  agency.   In 
its  response  the  provider  stated  that  it  has  corrected  this 
condition  for  fiscal  year  1988. 

C.  As  of  February  2,  1987,  the  close  of  audit  field  work,  the 
provider  had  not  filed  an  annual  report  with  the  Secretary 
of  State's  Office  for  fiscal  year  1986  as  required.   In  its 

response  the  provider  stated  that  it  has  since  filed. 

D.  The  provider  could  not  locate  Federal  Tax  Forms  1099  and 
1096  for  calendar  year  1985.   The  new  financial  manager  was 
not  sure  if  these  forms  were  issued  during  that  time  period. 

E.  The  provider  could  not  document  $11,231  of  consultant 
payments  made  during  fiscal  year  1986,  which  was  in 
violation  of  EOHS  General  Conditions. 

F.  The  provider  did  not  maintain  a  detailed  listing  of  fixed 
assets  as  required. 

G.  The  provider  failed  to  maintain  adequate  documentation  to 
support  expenses.   For  example,  the  provider  failed  to 
retain  copies  of  billing  invoices  for  all  DMH  contracts, 
cancelled  invoices  supporting  contract  expenditures  were  not 
filed  in  an  orderly  manner,  travel  vouchers  did  not  have 
supervisory  signatures,  and  consultant's  records  were  not 
maintained  on  a  current  basis. 

H.  There  was  no  rental  agreement  between  the  provider  and  one 
client.  The  executive  director  stated  that  the  parents  of 
that  client  refused  to  enter  into  a  rental  agreement. 
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I.   The  provider  leased  a  vehicle  with  the  option  to  purchase 
through  one  DMH  contract.   The  total  amount  invoiced  and 
reimbursed  under  this  line  item  was  $4,488.   An  option  to 
purchase  is  prohibited  by  DMH  Regulations.   In  addition,  the 
provider  did  not  have  on  file  a  copy  of  a  lease  agreement 
for  the  vehicle  as  required. 

J.   During  fiscal  year  1986  the  provider  failed  to  pay  state  and 
federal  taxes  and  unemployment  insurance  payments.   The 
total  amount  due  at  the  time  of  audit  was  $214,197,  of  which 
$31,864  was  attributable  to  interest,  penalty  and  demand 
payments.   In  its  response  the  provider  stated  that  it  has 
paid  all  taxes  past  due  and  currently  pays  all  tax 
liabilities  on  time. 

K.   The  provider  was  not  able  to  provide  auditors  with  copies  of 
quarterly  Division  of  Employment  Security  filings  which 
should  have  been  submitted  during  fiscal  year  1986. 

L.   The  audited  financial  statements  for  fiscal  year  1986  did 
not  include  a  Statement  of  Functional  Expenses  as  required. 
In  its  response  the  provider  stated  that  it  has  corrected 
this  deficiency  in  its  fiscal  year  1987  financial 
statements . 

M.   Amego,  Inc.  rented  property  from  a  related  party,  Autism 

Resources,  Inc.   The  provider  paid  $10,84  3  in  rent  in  excess 
of  that  allowed  by  RSC  Regulations. 

N.   The  provider  did  not  have  a  written  rental  agreement  for  one 
property  rented  from  the  related  party  noted  in  M  above. 
The  provider's  response  indicated  that  it  has  corrected  this 
deficiency. 

0.   During  the  audit  review,  provider  personnel  indicated  that 
it  had  received  an  overpayment  on  one  DMH  contract  during 
fiscal  year  1985.   The  provider  billed  for  $3,522  for  June, 
1985  and  was  mistakenly  reimbursed  $33,522  by  DMH.   This 
overpayment  of  $30,000  was  recognized  as  a  liability  to  DMH 
on  the  financial  statements.   As  of  February  2,  1987,  the 
close  of  field  work,  this  overpayment  had  not  been  recovered 
by  DMH.   In  its  response  the  provider  indicated  that  is 
currently  repaying  these  funds  per  an  agreement  with  DMH. 

P.   During  fiscal  year  1986  the  former  bookkeeper 

misappropriated  $5,610  of  agency  funds.   The  $5,610 
consisted  of  $1,050  in  fictitious  payroll,  a  $4,500  check 
made  out  to  the  bookkeeper  and  $60  for  personal  supplies. 
The  provider  subsequently  retained  an  attorney  and  recovered 
the  total  amount. 
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Q.   The  financial  statements  of  Amego,  Inc. ,  audited  by  Troiano, 
Connelly  and  Co.,  Certified  Public  Accountants,  indicated  a 
($55,495)  fund  deficit  comprised  of  a  ($101,731)  operating 
fund  deficit  and  a  $46,236  plant  fund.   This  balance 
included  excess  income  over  expenses  of  $22,424  which 
accrued  during  fiscal  year  1986. 

Total  revenue  received  by  the  provider  for  this  same  period 
amounted  to  $1,247,790,  of  which  $729,652  was  supported  by 
Department  of  Mental  Health  contracts.   Other 
fee-for-service  payments  of  $458,454  were  generated  from  the 
Department  of  Education.   Additionally,  $34,638  was  received 
from  restricted  contributions,  and  $25,04  6  was  received  from 
unrestricted  contributions,  client  fees  and  other  income. 

EOHS  agency  revenues  received  by  the  provider,  $729,652, 
represented  58  percent  of  total  income,  while  other 
fee-for-service  revenues  represented  thirty-seven  percent  of 
total  income.   The  remaining  revenues  represented  five 
percent  of  total  income. 

EOHS/OAA  requested  that  DMH  enter  into  an  administrative 
agreement  with  Amego,  Inc.  which  addresses  findings  A,  B,  D,  F, 
G,  H,  J,  L,  N,  O  and  P  in  accordance  with  the  provider's 
response  as  contained  in  the  report.   It  was  requested  that  the 
administrative  agreement  also  address  the  recovery  of  $34,488  in 
funds  noted  in  findings  I  and  0  and  the  appropriateness  of 
recovery  regarding  finding  E.   The  Secretary  of  State's  Office 
was  requested  to  review  finding  C  to  verify  that  the  provider 
was  currently  in  compliance  with  filing  requirements  and  finding 
P  was  referred  to  the  Attorney  General's  Office  and  the  Office 
of  the  Inspector  General  for  determination  of  appropriate 
action.   The  RSC  was  requested  to  review  finding  M  to  determine 
what  effect  this  information  has  on  fiscal  year  1988  rates  of 
reimbursement.   EOHS/OCM  was  requested  to  review  findings  J  and 
Q  to  determine  if  this  provider  was  in  the  Vendor  Assistance 
Program.   All  other  findings  were  referred  to  each  agency  for 
informational  purposes.   Finding  K  was  referred  to  the  Division 
of  Employment  Security. 
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Provider  Name:  Aquarius  House,  Inc. 

182  A  Greenfield  Road 
Colrain,  MA   01340 

Audit  #:  0-549-87 

Aquarius  House,  Inc.,  a  non-profit  corporation,  operated  a 
group  home  during  the  audit  period.   The  provider  contracted 
with  the  Department  of  Youth  Services  and  was  audited  by 
EOHS/OAA  auditors  for  the  fiscal  year  ended  June  30,  1986.   A 
summary  of  the  findings  contained  in  the  report  are  as  follows: 

A.  Several  weaknesses  were  noted  in  the  provider's  internal 
controls. 

B.  The  provider  rented  the  program  site  from,  and  loaned  $2,545 
to,  a  disclosed  related  party,  the  provider's  Executive 
Director.   The  provider  did  not,  however,  maintain  either  a 
lease  or  loan  agreement  for  these  transactions. 

C.  The  provider  did  not  issue  an  IRS  Form  1099  to  two 
individuals  who  earned  in  excess  of  $600  during  calender 
year  1986.   One  of  these  individuals  also  earned  in  excess 
of  $600  during  calender  year  1985  and  did  not  receive  an  IRS 
Form  1099. 

D.  The  provider's  fiscal  year  1986  IRS  Form  990  did  not 
correctly  identify  related  party  transactions  or  revenues  on 
a  comparative  basis.   The  provider  stated  in  its  response 
that  an  amended  return  was  being  issued  to  correct  these 
omissions. 

3 

E.  The  provider  had  not  filed  the  fiscal  year  1986  Annual 
Report  with  the  Office  of  the  Secretary  of  State,  as 
required. 

F.  The  provider  had  not  filed  the  fiscal  year  1986  Public 
Charities  Form  with  the  Office  of  the  Attorney  General,  as 
required. 

G.  Program  expenses,  as  shown  in  the  financial  statements  and 
the  Rate  Setting  Commission  Cost  Report  1100,  could  not  be 
reconciled  to  internal  financial  records.   This  was  because 
the  provider  did  not  maintain  a  general  ledger. 
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H.   The  property  and  equipment  capitalized -on  the  provider's 
financial  statements  and  the  Rate  Setting  Commission  Cost 
Report  1100  totaling  $19,403,  was  purchased  through  state 
funds  and  federal  grants.   The  provider  had  depreciation 
expenses  of  $2,424  on  this  property  and  equipment  during 
fiscal  year  1986.   The  capitalization  of  assets  paid  for 
with  public  funds  was  in  violation  of  EOHS  General 
Conditions  and  the  AICPA  Industry  Audit  Guide  for  Audits  of 
Voluntary  Health  and  Welfare  Organizations.   The 
depreciation  of  these  assets  is  a  disallowed  cost  pursuant 
to  Rate  Setting  Regulations. 

I.   The  financial  statements  of  Aquarius  House,  Inc.,  audited  by 
Stephen  R.  Chiacchia,  CPA,  indicated  a  $6,535  fund  balance 
as  of  June  30,  1986.   This  balance  included  excess  expenses 
over  income  of  ($4,151)  which  accrued  during  fiscal  year 
1986. 

Total  revenues  received  by  the  provider  for  this  same  period 
amounted  to  $128,985,  of  which  $127,985  was  supported  by  a 
Department  of  Youth  Services  contract.   Additionally,  $1,000 
was  received  in  federal  grants  and  miscellaneous  sources. 

EOHS  agency  revenue  received  by  the  provider,  $127,985, 
represented  99  percent  of  total  income.   The  remaining 
revenues  represented  one  percent  of  total  income. 

EOHS/OAA  requested  that  DYS  negotiate  an  administrative 
agreement  with  Aquarius  House,  Inc.  which  address  findings  A,  B, 
C,  G  and  H  in  accordance  with  the  provider's  response  as 
contained  in  the  report.   EOHS/OAA  also  requested  that  RSC 
review  finding  H  for  impact  on  fiscal  year  1988  rates  and  any 
administrative  action  deemed  appropriate.   The  Office  of  the 
Attorney  General  and  the  Office  of  the  Secretary  of  State  were 
asked  to  review  findings  F  and  E  respectively,  for  actions  they 
may  deem  appropriate.   Finding  D  was  referred  to  the  IRS.   All 
other  findings  were  referred  to  DYS,  RSC,  the  Office  of  the 
Attorney  General  and  the  Office  of  the  Secretary  of  State  for 
informational  purposes. 
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Provider  Name:  The  Baroco  Corporation 

P.O.  Box  574 
Williamsburg,  MA  01096 

Audit  #:  C-505-87 

The  Baroco  Corporation,  a  for-profit  corporation,  provided 
rehabilitation  services  to  developmentally  disabled  clients 
during  the  audit  period.   The  provider  contracted  with  the 
Department  of  Public  Welfare,  Department  of  Mental  Health,  and 
the  Commission  for  the  Blind  and  was  audited  for  fiscal  year 
ended  June  30,  1986. 

A  summary  of  the  audit  report  findings  included  the 
following: 

A.  There  were  several  significant  weaknesses  noted  in  the 
provider's  internal  controls. 

B.  The  provider  overbilled  the  Department  of  Mental  Health 
$1,354  on  one  cost  reimbursement  contract. 

C.  The  financial  statements  of  The  Baroco  Corporation,  a 
for-profit  organization,  prepared  by  John  J.  Howes  Jr. 
C.P.A.  indicated  retained  earnings  of  $31,433  as  of  June  30, 
1986.   The  retained  earnings  included  net  income  of  $10,262 
which  accrued  during  fiscal  year  1986. 

Total  income  received  by  the  provider  for  this  same  period 
totaled  $485,560  of  which  $478,207  was  supported  by  the 
Department  of  Public  Welfare,  Department  of  Mental  Health 
and  the  Massachusetts  Commission  for  the  Blind. 
Additionally  $7,353  was  received  from  other  fee  payors  for 
service. 

EOHS  agency  revenues  received  by  the  provider,  $478,207, 
represented  98.5  percent  of  total  income,  while  other  fee 
payors  for  service  represented  one  and  one-half  percent  of 
total  income. 

EOHS/OAA  requested  that  DPW  negotiate  an  administrative 
agreement  with  The  Baroco  Corporation,  which  addresses  finding 
A.   In  addition  finding  B  was  referred  to  DMH  to  recover 
$1,354.   All  other  findings  were  referred  to  DPW,  DMH,  RSC,  and 
MCB  for  informational  purposes. 


-35- 


Provider  Name:  Center  for  Human  Resources 

Development,  Inc. 
52  Center  Street 
Northampton,  MA   01060 

Audit  #:  0-242-86 


The  Center  for  Human  Resources  Development,  Inc. ,  a 
non-profit  corporation,  operated  an  independent  living  program 
for  twenty-nine  high  functioning  developmentally  disabled  adult 
clients  during  the  audit  period.  The  provider  contracted  with 
the  Department  of  Mental  Health  and  was  audited  for  the  fiscal 
year  ended  June  30,  1985.  A  summary  of  the  audit  findings  are 
as  follows: 


A.  Several  weaknesses  were  noted  in  the  provider's  internal 
controls.   In  its  response  the  provider  stated  that  it  was 
in  the  process  of  correcting  those  deficiencies. 

B.  One  part-time  employee  (.4  FTE)  was  accruing  10  hours  of 
vacation  time  per  month  (fifteen  days  per  year) .   According 
to  the  provider's  personnel  policies,  this  vacation 
allotment  rate  was  normally  available  to  a  three-year 
full-time  employee.   In  addition,  this  same  employee  was 
allowed  to  "borrow"  86  hours  of  vacation  time  in  August  of 
1984  and  "repay"  the  vacation  accrual  at  the  rate  noted 
above  throughout  fiscal  year  1985. 

C.  The  provider  failed  to  issue  IRS  Tax  Forms  1099  to  its 
accountant  and  its  landlord,  both  of  whom  were  paid  in 
excess  of  $600  during  fiscal  year  1985. 

D.  Assets  purchased  with  state  funds  were  capitalized  on  the 
IRS  Form  990,  the  RSC  1100  Cost  Report  and  the  audited 
financial  statements,  all  prepared  for  the  fiscal  year  ended 
June  30,  1985,  in  violation  of  the  DMH  07  Procurement  Manual 
and  the  AICPA  Industry  Audit  Guide. 

E.  Depreciation  on  state  owned  furniture  and  equipment  was 
listed  as  a  program  expense  on  the  RSC-1100  Cost  Report,  the 
audited  financial  statements,  and  the  IRS  Income  Tax  Filing 
Form  990.   This  condition  is  in  violation  of  the  regulations 
noted  in  D  above  and  RSC  Regulations.   In  its  response  the 
provider  stated  that  it  would  correct  this  deficiency. 
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F.  A  review  of  clients'  representative  payee  accounts  revealed 
several  record-keeping  deficiencies.   These  deficiencies 
included  failure  to  conduct  monthly  bank  reconciliations, 
failure  to  record  checking  account  balances  after  checks 
were  written,  one  checking  account  had  blank  checks 
pre-signed  by  the  representative  payee,  withdrawals  were  not 
properly  recorded  and  receipts  were  not  available  to  verify 
purchases  made  by  clients.   This  condition  was  in  violation 
of  DMH  Regulations.   In  its  response  the  provider  stated 
that  it  had  corrected  these  deficiencies. 

G.  The  audited  financial  statements  for  the  fiscal  year  1985 
noted  a  liability  of  $407  as  "Due  to  the  Commonwealth  of 
Massachusetts."  This  was  the  result  of  an  overbilling  in 
the  prior  fiscal  year's  contract. 

H.   The  copy  of  the  DMH  contract  submitted  for  audit  review  was 
unsigned  and  undated  by  a  representative  of  the  funding 
agency . 

I.   The  financial  statements  of  the  Center  for  Human  Resources 
Development,  Inc.,  audited  by  Abely  and  Waletkus,  Certified 
Public  Accountants,  indicated  a  $4,643  fund  balance  as  of 
June  30,  1985,  comprised  of  a  $1,888  general  fund  and  a 
$2,755  plant  fund.   This  balance  included  excess  income  over 
expenses  of  $2,434  which  accrued  during  fiscal  year  1985. 

Total  revenues  received  by  the  provider  for  this  same  period 
amounted  to  $152,201,  of  which  $151,509  was  supported  by  a 
Department  of  Mental  Health  contract.   Additionally,  $692 
was  received  from  interest  income. 

EOHS  agency  revenues  received  by  the  provider,  $151,509, 
represented  99.5  percent  of  total  income.  The  remaining 
revenues  represented  less  than  one  percent  of  total  income. 

EOHS/OAA  requested  that  DMH  negotiate  an  administrative 
agreement  with  the  Center  for  Human  Resources  Development,  Inc., 
which  addresses  findings  A,  B,  C,  D,  E,  F,  and  H  in  accordance 
with  the  provider's  response  as  contained  in  the  report  and  the 
recovery  of  $407  noted  in  finding  G.   The  RSC  was  requested  to 
review  findings  D  and  E  to  determine  the  impact  on  FY  1987  rates 
and  whether  administrative  action  is  appropriate.   All  other 
findings  were  referred  to  DMH  and  RSC  for  informational 
purposes.   It  should  be  noted  that  a  response  was  received  from 
the  RSC  that  satisfactorily  addresses  the  issues  referred  to 
them. 
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Provider  Name:  Center  for  Living  and  Working, 

Inc. 
600  Lincoln  Street 
Worcester,  MA   01605 

Audit  #:  0-504-86 

The  Center  for  Living  and  Working,  Inc. ,  a  non-profit 
corporation,  provided  a  variety  of  programs  for  physically  and 
mentally  handicapped  individuals  during  the  audit  period.   The 
provider  contracted  with  the  Departments  of  Mental  Health  and 
Public  Welfare  and  the  Massachusetts  Rehabilitation  Commission 
and  was  audited  for  the  fiscal  year  ended  June  30,  1985.   A 
summary  of  the  audit  findings  included  the  following: 

A.  The  provider's  financial  records  did  not  segregate  costs  by 
contract  for  one  program  as  required  by  the  EOHS  General 
Conditions.   In  its  response  the  provider  contended  that  it 
would  not  be  cost  effective  to  revise  the  accounting  system 
for  this  small  program.   However,  EOHS/OAA  recommended  a 
simple  allocation  process  based  on  historical  costs. 

B.  The  financial  statements  of  the  Center  for  Living  and 
Working,  Inc.,  audited  by  Alexander,  Aronson,  Finning  and 
Co.,  P.C.,  indicated  a  fund  balance  of  $166,345  for  the 
fiscal  year  ended  June  30,  1985.   This  fund  balance  was 
comprised  of  a  $121,500  operating  fund  balance,  a  $36,127 
fixed  asset  fund  balance,  a  $15,246  HUD  202  Project  fund 
balance,  and  a  ($6,528)  special  purpose  fund  deficit.   This 
balance  included  excess  revenues  over  expenses  of  $48,473 
which  accrued  during  fiscal  year  1985. 

Total  revenues  received  by  the  provider  for  this  same  period 
amounted  to  $2,879,883,  of  which  $2,626,127  was  generated  by 
DMH,  DPW  and  MRC  contracts.   Of  the  $220,429  generated  from 
other  fee-for-service  payments,  $61,266  was  from  Bay  State 
Skills  Corporation,  $57,650  from  the  Federal  Job  Training 
Placement  Act  and  $101,513  from  various  other  sources. 
Additionally,  the  remaining  revenues  of  $33,327  were 
received  from  grants,  interest  and  private  donations. 

EOHS  agency  revenues  received  by  the  provider,  $2,626,127, 
represented  91  percent  of  total  income,  while  other 
fee-for-service  income  represented  eight  percent  of  total 
income.   The  remaining  revenues  represented  one  percent  of 
total  income. 
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EOHS/OAA  requested  that  DMH  negotiate  an  administrative 
agreement  with  the  Center  for  Living  and  Working,  Inc.,  which 
addresses  finding  A  in  accordance  with  the  provider's  response 
as  contained  in  the  report.   In  addition,  EOHS/OAA  requested 
that  the  RSC  review  finding  B  to  determine  what  effect,  if  any, 
this  finding  may  have  on  the  rates  of  reimbursement  to  the 
provider.   It  should  be  noted  that  DMH  no  longer  contracts  with 
this  provider  therefore,  the  findings  previously  assigned  to  DMH 
have  been  reassigned  to  MRC.   In  addition,  the  RSC  has 
satisfactorily  responded  to  the  findings  referred  to  them. 
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Provider  Name:  Child  Guidance  Association  of 

Worcester,  Inc. 
275  Belmont  Street 
Worcester,  MA  01604 

Audit  #:  0-163-87 

Child  Guidance  Association  of  Worcester,  Inc. ,  a  non-profit 
corporation,  provided  clinical  and  residential  services  to 
children  and  their  families  during  the  audit  period.   The 
provider  contracted  with  the  Department  of  Mental  Health  and  the 
Department  of  Social  Services  and  was  audited  for  the  fiscal 
year  ended  June  30,  1986.   A  summary  of  the  audit  report 
findings  included  the  following: 

A.  There  was  one  significant  weakness  noted  in  the  provider's 
internal  controls. 

B.  The  provider's  bylaws  and  articles  of  organization  did  not 
contain  a  dissolution  section  for  the  corporation,  as 
required  by. the  IRS  Code. 

C.  Client  files  maintained  by  the  provider  did  not  contain 
rental  agreements  that  stated  the  amount  of  money  paid  for 
room  and  board  by  the  client. 

D.  The  provider's  financial  statements  did  not  contain  a 
compliance  section  as  required. 

E.  The  provider's  financial  statements  for  the  nine  month 
period  ending  June  30,  1986  did  not  include  the  value  of 
payroll  costs  related  to  in-kind  services  or  the  value  of 
occupying  state-owned  property  at  no  charge.   The  value  of 
these  services  and  free  rent  amounted  to  $351,294. 

F.  During  the  audit  period,  the  basis  of  the  provider's 
financial  statements  was  converted  from  a  federal  fiscal 
year,  ending  September  30,  to  a  state  fiscal  year,  ending 
June  30.   The  year-end  financial  statements  were  for  the 
nine  month  period  ending  June  30,  1986. 
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The  financial  statements  of  Child  Guidance  Association  of 
Worcester,  Inc.,  audited  by  KMG  Main  Hurdman,  CPA's, 
indicated  a  $181,611  fund  balance  for  the  nine  month  period 
ended  June  30,  1986,  comprised  of  a  $117,023  unrestricted 
fund  balance,  a  $23,978  restricted  fund  balance  and  a 
$40,610  equipment  fund  balance.   This  balance  included 
excess  expenses  over  revenues  of  ($51,543)  which  accrued 
during  fiscal  year  1986. 

Total  revenues  and  support  received  by  the  provider  for  this 
same  period  amounted  to  $1,463,898,  of  which  $844,3  32  was 
generated  by  EOHS  agency  contracts  (this  figure  includes 
$351,294  of  unreported  DMH  in-kind  services  and  free  rent  as 
noted  in  "E"  above).   Of  the  $482,527  generated  from  other 
fee-for-service  payments,  $445,464  was  from  Medicaid  and 
$37,063  was  from  the  Worcester  Juvenile  Court. 
Additionally,  $137,039  was  received  from  donations, 
membership  dues,  interest  income  and  the  United  Way. 

EOHS  agency  revenues  and  support  received  by  the  provider, 
$844,332,  represented  58  percent  of  total  income  while  other 
fee  payors  for  service  represented  thirty-three  percent  of 
total  income.   The  remaining  revenues  represented  nine 
percent  of  total  income. 

EOHS/OAA  requested  that  DMH  negotiate  an  administrative 
agreement  with  Child  Guidance  Association  of  Worcester,  Inc. 
which  addresses  findings  A,  B,  C,  and  E.   EOHS/OAA  also 
requested  that  DSS  negotiate  an  administrative  agreement  with 
Child  Guidance  Association  of  Worcester,  Inc.  which  addresses 
finding  D.   In  addition,  EOHS/OAA  requested  that  the  RSC  review 
findings  E  and  F  to  determine  what  effect,  if  any,  such  findings 
may  have  on  rates  of  reimbursement  to  the  provider.   It  should 
be  noted  that  a  response  was  received  from  the  RSC  which 
satisfactorily  addressed  all  issues  referred  to  them. 
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Provider  Name:  Children's  House,  Inc. 

24  Chapin  Terrace 
Springfield,  MA  01107 

Audit  #:  0-416-87 

Children's  House,  Inc.,  a  for-profit  corporation,  provided 
day  care  services  to  children  at  three  locations  in  Western 
Massachusetts  during  the  audit  period.   The  provider  contracted 
with  the  Department  of  Social  Services  and  was  audited  for  the 
fiscal  year  ended  June  30,  1985.   A  summary  of  the  audit 
findings  included  the  following: 

A.  Many  weaknesses  were  noted  in  the  provider's  internal 
controls. 

B.  The  audited  financial  statements  prepared  for  fiscal  year 
ended  June  30,  1985  contained  a  qualified  opinion.   A  plan 
of  corrective  action  was  not  required  by  DSS  prior  to  fiscal 
year  1987  contracting  as  directed. 

C.  The  same  audited  financial  statements  did  not  contain  a 
compliance  segment  or  a  Statement  of  Functional  Expenses  as 
required. 

D.  The  provider's  financial  records  did  not  allocate  expenses 
and  revenue  by  contract  and  program  as  required  by  the  EOKC 
General  Conditions.   As  a  result,  auditors  could  not 
determine  the  amount  of  state  funding  or  the  financial 
results  of  state-funded  contract  operations. 

E.  Auditors  were  not  furnished  with  a  listing  of  fixed  assets 
or  a  depreciation  schedule.   As  a  result,  auditors  were 
unable  to  determine  if  depreciation  expenses  were  computed 
in  compliance  with  RSC  Regulations.   In  its  response  the 
provider  stated  that  these  records  are  on  file  with  its 
accountant's  office.   However,  these  records  were  not 
provided  as  requested  by  the  auditors. 

F.  The  provider  could  not  furnish  auditors  with  documentation 
to  support  $26,927  in  billings  to  DSS  during  fiscal  year 
1985.   Although  client  files  were  maintained,  the  provider 
did  not  have  attendance  calendars  as  required. 
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G.   During  July  and  August  of  1984,  the  provider  billed  DSS,  and 
was  reimbursed,  $1,265  for  100  units  of  day  care  service 
that  were  not  provided.   In  its  response  the  provider  stated 
that  "we  billed  for  services  as  instructed  by  the  Department 
of  Social  Services." 

H.   During  August  of  1984,  the  provider  billed,  and  was 
reimbursed,  for  twenty- three  days  for  a  new  student. 
According  to  the  service  delivery  report  submitted  to  DSS, 
this  client  was  present  for  only  seven  days.   The  remainder 
were  listed  as  "absent"  or  "vacation",  including  eleven 
consecutive  vacation  days.   This  condition  was  in  violation 
of  the  DSS  Day  Care  Contractor's  Manual. 

I. 

1.  A  review  of  the  contract  documents  for  fiscal  year  1985 
indicated  that  full-time  DSS  clients  were  billed  at  a 
rate  of  $63.25  per  week  ($12.65  per  day).   The 
"Springfield  Area  DSS  Proposal  Addendum"  submitted  by 
the  provider  on  March  30,  1984  indicated  that  the  rate 
charged  to  private  clients  was  $60  per  week  ($12  per 
day) .    According  to  correspondence  from  the 
Springfield  Area  Office  of  DSS  to  the  provider,  the 
additional  sixty  five  cents  per  unit  charged  to  DSS  was 
for  "added  record-keeping  and  book-keeping  costs 
associated  with  contracting  with  the  Department."   This 
condition  was  in  violation  of  RSC  Regulation  114.4  CMR 
5.04. 

2.  As  noted  in  1-1  above,  the  provider  was  reimbursed 
twelve  dollars  and  sixty  five  cents  per  client  per  day 
by  DSS.   The  provider  indicated  that  its  private  fee 
was  twelve  dollars  per  day.   However,  a  review  of  one 
site  operated  by  the  provider  revealed  that  the 
provider  was  charging  private  clients  ten  dollars  per 
day.   Therefore,  DSS  clients  were  billed  at  $63.25  per 
week  while  private  students  were  billed  at  a  rate  of 
$50  per  week.   As  a  result,  DSS  was  overbilled  by 
$6,320  ($2.65  x  2385  units)  during  fiscal  year  1985. 

J.   A  review  of  cash  disbursements  for  program  expenses 

associated  with  occupancy  identified  payments  for  mortgage 
loans,  property  taxes,  insurance,  major  leasehold 
improvements  and  utilities.   In  addition  to  these  expenses, 
the  provider  paid  a  monthly  rent  to  the  principals  of  the 
organization,  who  held  titles  to  the  three  properties. 
Lease  agreements  were  not  available  specifying  associated 
expenses  for  which  the  lessor  would  be  responsible.   As  a 
result,  auditors  could  not  determine  the  appropriateness  of 
the  allocation  of  such  costs  to  state-funded  contract 
operations. 
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K.   The  provider  failed  to  issue  Federal  Tax  Forms  1099  to  the 
four  principals  of  the  organization  for  the  rental  expenses 
noted  in  J  above.   In  addition,  substitute  program  staff 
earning  over  $600  per  calendar  year  did  not  receive  the 
required  form.   The  provider  also  failed  to  submit  Form  1096 
to  the  IRS. 

L.   Individual  employee  files  did  not  contain  a  statement  of  job 
description,  job  qualifications  or  resumes  as  required. 

M.   The  provider  did  not  require  all  individuals  appearing  on 
the  payroll  to  prepare  and  sign  time  sheets  as  a 
verification  of  hours  worked  as  required. 

N.   The  financial  statements  of  Children's  House,  Inc.,  audited 
by  Bardaglio,  Hart  and  Shuman,  Certified  Public  Accountants, 
indicated  a  $21,927  stockholders'  equity  balance  as  of  June 
30,  1985.   This  balance  included  a  profit  of  $725  which 
accrued  during  fiscal  year  1985. 

Total  revenues  received  by  the  provider  for  this  same  period 
amounted  to  $320,300,  of  which  $26,927  was  supported  by  a 
DSS  basic  day-care  contract.   The  remaining  revenue, 
$293,373,  was  received  from  other  fee-for-service  payments 
including  private  tuitions  and  a  voucher  day-care 
subcontract  with  the  New  England  Farm  Workers  Council 
(Department  of  Social  Services)  .   It  was  not  possi-ble  to 
determine  what  portion  of  the  remaining  revenues  was  made  up 
of  voucher  day-care  funding  and  what  portion  was  made  up  of 
private  tuitions  due  to  the  condition  of  the  provider's 
records. 

Because  of  the  unavailability  of  the  amount  of  voucher 
day-care  funding  from  the  Department  of  Social  Services, 
auditors  could  not  determine  the  percentage  of  total  revenue 
received  from  Commonwealth  Agencies. 

EOHS/OAA  requested  that  DSS  negotiate  an  administrative 
agreement  with  Children's  House,  Inc.  which  addresses  findings 
A,  B,  C,  D,  E,  J,  K  and  M  in  accordance  with  the  provider's 
response  as  contained  in  the  report.   The  agreement  was  also  to 
address  the  recovery  of  $7,585  noted  in  finding  G  and  1-2  and 
the  appropriateness  of  recovery  of  funds  noted  in  findings  F  and 
H.   EOHS/OAA  also  requested  that  the  Central  Office  of  DSS 
review  finding  1-1  and  request  justification  from  the  area 
office  for  such  prohibited  practices.   Finding  B  was  referred  to 
the  Executive  Office  of  Human  Services,  Office  of  Contracts 
Management  for  appropriate  action.   Finding  K  was  also  referred 
to  the  IRS  and  DOR. 
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Provider  Name:  Cooperative  Productions,  Inc. 

1901  County  Street 
Dighton,  MA 

Audit  #:  0-421-86 

Cooperative  Productions,  Inc.,  a  non-profit  corporation, 
provided  services  to  mental  health  clients  through  several  types 
of  programs  during  the  audit  period.   The  provider  contracted 
with  the  Department  of  Mental  Health  and  was  audited  for  the 
fiscal  year  ended  June  30,  1985.   A  summary  of  the  findings 
cited  in  the  report  are  as  follows: 

A.  Many  weaknesses  were  noted  in  the  provider's  internal 
controls.   In  its  response  the  provider  stated  that  it  had 
corrected  many  of  the  deficiencies  cited. 

B.  The  provider  had  not  filed  a  cost  report  with  the  Rate 
Setting  Commission,  for  fiscal  year  ended  June  30,  1985,  as 
of  May  5,  1986. 

C.  The  provider's  bylaws  and  Articles  of  Organization  did  not 
contain  a  dissolution  section  for  the  corporation  as 
required. 

D.  The  provider's  financial  statements  prepared  for  the  fiscal 
year  ended  June  30,  1985  did  not  contain  a  statement  of 
functional  expenses  as  required  by  the  AICPA  Industry  Audit 
Guide  for  Audits  of  Health  and  Welfare  Organizations. 

E.  The  same  financial  statements  failed  to  disclose  $40,961  in 
client  contributions  as  restricted  revenue  as  required  by 
the  AICPA  Industry  Audit  Guide  for  Health  and  Welfare 
Organizations . 

F.  The  provider  did  not  maintain  a  complete  inventory  of  fixed 
assets  which  segregated  assets  purchased  with  state  funds 
from  assets  purchased  with  funds  derived  from  other  sources, 
as  required. 

G.  The  provider  failed  to  submit  invoices  to  DMH  for  payment  on 
a  timely  basis.   As  a  result,  the  provider  experienced 
severe  cash  flow  problems.   According  to  the  July  1984  board 
minutes,  the  provider  had  to  borrow  $60,000  from  a  bank  at 
an  interest  rate  of  15  percent.   The  interest  paid  on  this 
loan  amounted  to  $2,274  during  fiscal  year  1985.   This  loan 
expense,  incurred  at  least  in  part  because  of  administrative 
inefficiency,  violated  the  basic  provisions  of  the  RSC 
Prudent  Buyer  Concept. 
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H.   Two  state  employees  were  reimbursed  from  both  the  state 

payroll  and  the  provider  payroll  for  periods  during  fiscal 
year  1985.   One  employee  worked  full  time  for  both  the  state 
and  the  provider.   The  other  employee  was  a  full  time  state 
employee  on  loan  to  the  provider,  and  also  received  wages 
from  the  provider  for  additional  part  time  work.   The 
Massachusetts  "Conflict  of  Interest  Law" ,  MGL  Chapter  268A, 
prohibits  state  employees  from  being  compensated  by  outside 
parties  in  which  the  state  has  a  direct  or  substantial 
interest.   In  its  response  the  provider  stated  that  this  was 
done  with  the  acknowledgment  of  the  DMH  Taunton  Area  Office 
Director. 

I.   The  U.S.  Department  of  Labor  audited  the  client  wages  paid 
by  the  provider  and  determined  that,  as  of  June  26,  198  5, 
$4,098  in  back  wages  was  due  to  clients.   The  amount  of 
wages  remained  unpaid  as  of  May  5,  198  6.   In  its  response 
the  provider  stated  that  it  paid  these  funds  in  January 
1987. 

J.   A  test  of  employee  files  indicated  that  6  of  the  27  employee 
files  tested  did  not  contain  resumes.   Additionally,  the 
provider  was  unable  to  provide  auditors  with  the  file  for 
one  employee.   Maintenance  of  complete  personnel  records  for 
all  employees  is  required  pursuant  to  EOHS  General 
Conditions. 

K.   The  financial  statements  of  Cooperative  Productions,  Inc., 
audited  by  Kiley  and  Kitses,  indicated  a  $119,488  fund 
balance  as  of  June  30,  1985,  comprised  of  a  $54,965 
Massachusetts  Department  of  Mental  Health  Fund,  a  $43,147 
student  workshops  and  other  activities  fund,  and  a  $21,37  6 
property  and  equipment  fund.   This  included  excess  expenses 
over  revenues  of  ($41,851)  which  accrued  during  fiscal  year 
1985. 

Total  revenues  and  support  received  by  the  provider  for  this 
same  period  amounted  to  $966,319,  of  which  $859,366  was 
generated  by  DMH  contracts  and  support.   Of  the  $98,638 
generated  from  other  fee-for-service  payments,  $57,677  was 
from  client  contract  labor  and  $40,961  was  from  client 
rental  payments.   Additionally,  $1,137  was  from 
contributions  and  interest  income  and  $7,178  was  from  an 
unidentifiable  source. 
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EOHS  agency  revenues  received  by  the  provider,  $859,3  66, 
represented  89  percent  of  total  income  while  other  fee 
payors  for  service  represented  ten  percent  of  total  income 
The  remaining  revenues  represented  one  percent  of  total 
income . 


EOHS/OAA  requested  that  the  Department  of  Mental  Health 
negotiate  an  administrative  agreement  with  Cooperative 
Productions,  Inc.  which  addresses  findings  A,  C,  D,  E,  F,  G,  H, 
and  J  in  accordance  with  the  provider's  response  as  contained  in 
the  report.   In  addition,  EOHS/OAA  requested  that  DMH  should 
confirm  the  repayment  of  client  funds  noted  in  finding  I. 
EOHS/OAA  also  requested  that  the  Rate  Setting  Commission  review 
findings  G  and  K  to  determine  what  effect,  if  any,  such  findings 
have  on  the  rates  of  reimbursement  to  the  provider  and  review 
finding  B  to  determine  if  the  provider  was  in  compliance  with 
RSC  filing  requirements.   It  should  be  noted  that  a  response  was 
received  from  the  RSC  that  satisfactorily  addressed  the  issues 
referred  to  them. 
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Auditees:  Dorchester  Mental  Health  Center 

Dorchester  Mattapan  Community 
Mental  Health  Center,  Inc. , 
d/b/a  Dorchester  Counseling 
Center 

591  Morton  Street 
Dorchester,  MA 

Audit  #:  86-1317-5 


The  Dorchester  Mental  Health  Center  (DMH)  is  a  division  of 
the  Department  of  Mental  Health  providing  mental  health  services 
and  was  audited  by  the  Auditor  of  the  Commonwealth  for  the 
fiscal  years  ended  June  30,  1984  and  June  30,  1985.   This  audit 
also  included  a  limited  scope  financial  and  compliance  review  of 
the  Dorchester  Mattapan  Community  Mental  Health  Center,  Inc., 
d/b/a  Dorchester  Counseling  Center  (the  provider) ,  a  non-profit 
mental  health  clinic.   The  provider  had  a  partnership  agreement 
with  DMH  and  also  received  other  funding  from  the  Departments  of 
Mental  Health  and  Public  Health. 


A.  DMH  failed  to  require  properly  completed  time  sheets  from 
the  provider  to  document  $2.3  million  in  donated  salaries 
under  the  partnership  agreement. 

B.  DMH  failed  to  monitor  donated  staff  salaries  as  required  by 

the  partnership  agreement  between  DMH  and  the  provider. 
This  resulted  in  salary  payments  in  excess  of  those 
stipulated  in  the  partnership  agreement.   In  its  response 
DMH  stated  that  salaries  were  increased  during  this  period, 
and  approved  by  DMH,  however  those  increases  were  not 
reflected  an  amended  partnership  agreement. 

C.  Pursuant  to  the  partnership  agreement  noted  in  B  above,  the 
provider  operated  a  detoxification  program  funded  by  DMH  and 
DPH  during  fiscal  year  1984.   Due  to  an  oversight  by  the  DMH 
area  office,  DMH  continued  to  fund  this  program  in  fiscal 
year  1985  although  there  was  no  contract  between  the 
provider  and  DMH  to  authorize  the  program.   The  provider 
benefited  from  5  state  positions  and  was  reimbursed  $49,598 
under  this  program  during  fiscal  year  1985.   In  its 
response,  DMH  noted  that  the  confusion  concerning  funding 
responsibility  for  this  program  began  in  1982,  when  the 
Division  of  Drug  Rehabilitation  was  transferred  from  DMH  to 
DPH. 
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D.  Seventeen  residences  utilized  by  the  provider  and  DMH  for 
deinstitutionalized  clients  had  not  been  licensed  by  the 
city  of  Boston  as  lodging  houses  as  required  by 
Massachusetts  General  Laws,  Chapter  14  0,  Section  23. 
Furthermore,  the  same  houses  had  not  been  inspected  by  the 
appropriate  authority  as  required.   In  its  response,  DMH 
stated  that  it  was  in  the  process  of  addressing  this  issue. 

E.  The  DMH  pharmacy  failed  to  maintain  an  inventory  for  drugs 
such  as  Valium,  librium,  and  antibiotics.   Auditors  noted 
that  proper  inventory  records  were  maintained  for 
narcotics.   In  its  response,  DMH  stated  that  it  would 
institute  the  proper  controls. 

F.  Clients  of  the  provider  with  ability  to  pay,  or  with 
Medicaid  coverage,  were  given  medication  from  the  DMH 
pharmacy  at  no  charge.   This  condition  potentially  lessened 
the  availability  of  medication  for  inpatients  of  the  DMH 
facility.   Furthermore,  prescriptions  containing  incomplete 
or  missing  information  were  filled  by  the  DMH  pharmacist. 

G.  DMH  failed  to  maintain  a  complete  inventory  of  fixed  assets 
as  required.   As  a  result,  it  was  impossible  to  properly 
identify  state  property.   Furthermore,  DMH  equipment, 
including  a  bus,  four  trucks,  and  a  sewing  machine,  was  not 
being  used  and  should  have  been  disposed  of  as  surplus 
property. 

H.   In  determining  the  ability  of  clients  to  pay  for  services, 
the  provider  did  not  attempt  to  verify  the  income  of  the 
clients.   Clients  verbally  communicated  financial 
information  to  provider  staff  who  set  fees  based  on  that 
information.   Clients  who  were  determined  to  be  unable  to 
pay  were  charged  $1  per  session. 

I.   The  provider  failed  to  maintain  an  inventory  of  state 
property  in  its  possession,  as  required  by  EOHS  General 
Conditions. 

J.   The  provider  failed  to  segregate  25  percent  of  the  Medicaid 
revenues  generated  by  state  employees  under  the  partnership 
agreement,  to  be  used  for  general  and  administrative  costs. 
Massachusetts  General  Laws  require  that  expenditure  of  funds 
generated  by  state  employees  under  partnership  agreements 
are  subject  to  approval  by  the  Commissioner  of  the  agency. 
The  partnership  agreement  with  this  provider  required 
segregation  of  25  percent  of  the  Medicaid  revenues  for  the 
purposes  noted  above. 
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EOHS/OAA  requested  that  DMH  negotiate  an  administrative 
agreement  with  the  Dorchester  Counseling  Center  which  addresses 
findings  A,  D,  F,  H,  I  and  J  in  accordance  with  the  provider's 
response  as  contained  in  the  report.   It  was  also  requested  that 
DMH  Central  Office  review  findings  B,  C,  E,  F  and  G,  concerning 
the  Dorchester  Mental  Health  Center,  to  determine  what  action  is 
appropriate. 
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Provider  Name:  Edward  Street  Day  Care 

Center,  Inc. 
10  Edward  Street 
Worcester,  MA   01605 

Audit  #:  0-546-87 

Edward  Street  Day  Care  Center,  Inc. ,  a  non-profit 
corporation,   operated  a  kindergarten,  preschool  and  a  summer 
camp  during  the  audit  period.   The  provider  contracted  with  the 
Department  of  Social  Services  and  was  audited  by  EOHS/OAA 
auditors  for  the  fiscal  year  ended  June  30,  1986.   A  summary  of 
the  significant  findings  included  the  following: 

A.  There  were  several  significant  weaknesses  noted  in  the 
provider's  system  of  internal  controls. 

B.  The  provider  failed  to  issue  IRS  Forms  1099  during  calender 
years  1985  and  1986.   In  calender  year  1985,  one  individual 
earned  $4,202.   In  calender  year  1986,  three  individuals 
earned  $4,067,  $3,200  and  $1,635  respectively. 

C.  The  provider  did  not  file  an  Annual  Report  with  the  Office 
of  the  Secretary  of  State  for  fiscal  year  1986.   Further 
review  determined  that  the  provider  had  not  filed  the  Annual 
Report  for  the  last  ten  (10)  fiscal  years. 

D.  The  provider's  financial  statements  did  not  contain  a 
compliance  letter  or  segment  giving  independent  assurance 
that  the  provider's  financial  record-keeping  practices 
complied  with  the  requirements  in  Attachment  C  of  the 
Standard  DSS  Purchase  Agreement. 

E.  Based  upon  additional  review  of  schedules  19  and  22  of  the 
fiscal  year  1986  RSC  1100  Cost  Report,  it  was  determined 
that  the  provider  incurred  a  net  deficit  in  state  contracts 
in  excess  of  five  percent  during  the  fiscal  year.   The 
provider  accrued  a  $25,744  net  deficit  in  contracts  totaling 
$230,153. 

F.  The  financial  statements  of  Edward  Street  Day  Care  Center, 
Inc.,  audited  by  Touche,  Ross,  Certified  Public  Accountants, 
indicated  a  $1,018,316  fund  balance,  comprised  of  a  $968,054 
operating  fund  and  a  $50,262  plant  fund,  as  of  September  30, 
1986.   This  fund  balance  included  excess  income  over 
expenses  of  $75,985,  which  accrued  during  the  provider's 
fiscal  year  October  1,  1985  to  September  30,  1986. 
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Total  revenues  and  support  received  by  the  provider  for  this 
same  period  amounted  to  $588,917,  of  which  $228,312  was 
generated  by  DSS  contracts.   Of  the  $190,484  received  from 
other  fee-for-service  payments,  $91,129  was  from  the  United  Way 
and  $99,355  was  from  client  fees.   Additionally,  $170,121  was 
received  from  donations  and  investment  income. 

EOHS  agency  revenues  received  by  the  provider,  $228,312, 
represented  39  percent  of  total  income,  while  other  fee  payors 
for  service  represented  thirty-two  percent  of  total  income. 
The  remaining  revenues  represented  twenty-nine  percent  of  total 
income . 

EOHS/OAA  requested  that  DSS  negotiate  an  administrative 
agreement  with  the  Edward  Street  Day  Care  Center,  Inc. ,  which 
addresses  findings  A  and  D  in  accordance  with  the  provider's 
response.   In  addition,  finding  E  should  be  reviewed  to  identify  the 
circumstances  or  practices  which  caused  the  deficit,  and  the  manner 
in  which  the  information  has  been  or  will  be  taken  into  account  in 
prospective  contract  negotiations  to  prevent  such  circumstances  or 
practices  from  causing  reoccurrence  of  such  variances.   EOHS/OAA 
also  requested  that  the  Office  of  the  Secretary  of  State  review 
finding  C.   In  addition,  finding  B  has  been  referred  to  the 
Massachusetts  Department  of  Revenue  and  the  Internal  Revenue 
Service.   All  other  findings  have  been  referred  to  DSS,  SOS  and  RSC 
for  informational  purposes. 
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Provider  Name:  Family  Health  and  Social  Service 

Center,  Inc. 
875  Main  Street 
Worcester,  MA  01610 


Audit  #:  0-305-87 

Family  Health  and  Social  Service  Center,  Inc. ,  a  non-profit 
corporation,  provided  a  health  center  and  a  private  medical  facility 
which  offered  personal  health  care  to  individuals  and  families 
during  the  audit  period.   The  provider  contracted  with  the 
Department  of  Public  Health  and  the  Massachusetts  Rehabilitation 
Commission  and  was  audited  for  the  fiscal  year  ended  June  30,  198  6. 
A  summary  of  the  audit  report  findings  included  the  following: 

A.  Two  weaknesses  were  noted  in  the  provider's  internal  controls. 

B.  The  Secretary  of  State's  Annual  Report  for  Fiscal  Year  19  8  6  had 
not  been  filed  as  of  the  conclusion  of  audit  field  work  on  June 
24,  1987.   The  provider  subsequently  filed  the  report  after 
reviewing  the  draft  report. 

■ 

C.  The  provider's  license  to  maintain  a  clinic  expired  December 
21,  1986.   The  provider  filed  for  a  renewal  of  its  license  on 
October  16,  1986,  and  as  of  the  conclusion  of  audit  field  work, 
the  Department  of  Public  Health  had  failed  to  process  the 
provider's  application. 

D.  The  provider's  audited  financial  statements  for  the  year  ending 
June  30,  1986  did  not  contain  a  statement  of  functional 
expenses,  as  required. 

E.  The  provider's  financial  statements  for  the  year  ending  June 
30,  1986  did  not  include  the  value  of  payroll  costs  related  to 
in-kind  services  and  the  value  of  occupying  city-owned  property 
at  no  charge.   The  provider's  RSC  1100  Cost  Report  listed 
in-kind  salaries  as  $104,436  and  the  estimated  value  of  the  . 
free  use  of  the  building  at  $40,800.   The  total  amount, 
$145,236,  was  not  reflected  as  in-kind  receipts  or  expenses  on 
the  provider's  financial  statements. 

F.  The  financial  statements  of  Family  Health  and  Social  Service 
Center,  Inc.,  audited  by  Peat,  Marwick,  Mitchell  and  Co., 
Certified  Public  Accountants,  indicated  a  $1,042,652  fund 
balance  as  of  June  30,  1986.   This  balance  included  excess 
expense  over  revenue  of  ($74,723)  which  accrued  during  fiscal 
year  1986. 
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Total  revenues  received  by  the  provider  for  this  same  period 
amounted  to  $1,801,040,  of  which  $278,804  was  supported  by  the 
Department  of  Public  Health  and  the  Massachusetts 
Rehabilitation  Commission.   Of  the  $1,447,087  generated  from 
other  fee-for-service  payments,  $612,795  was  from  other  grants 
and  contract  revenues,  and  $834,292  was  from  client  fees. 
Additionally,  $75,149  was  received  from  non-operating  income 
and  interest  income. 

EOHS  agency  revenues  received  by  the  provider,  $278,804, 
represented  15  percent  of  total  income,  while  other  fee  payors 
for  service  represented  eighty  percent  of  total  income.   The 
remaining  revenues  represented  five  percent  of  total  income. 

EOHS/OAA  requested  that  DMH  negotiate  an  administrative 
agreement  with  Family  Health  and  Social  Service  Center,  Inc.  which 
addresses  findings  A,  C,  D,  and  E.   Finding  F  was  referred  to  DPH 
for  informational  purposes.   In  addition,  the  Secretary  of  State's 
Office  was  asked  to  review  finding  B  and  take  appropriate  action 
and  the  EOHS/OCM  was  asked  to  review  finding  F  to  determine 
whether  this  provider  should  be  included  in  the  Vendor  Assistance 
Program.   All  findings  were  also  referred  to  the  MRC  and  RSC  for 
informational  purposes. 
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Provider  Name:  Greater  Lawrence  Mental 

Health  Center,  Inc. 
351  Essex  Street 
Lawrence  MA  0184  0 

Audit  #:  0-126-87 

The  Greater  Lawrence  Mental  Health  Center,  Inc.,  a  non-profit 
corporation,  provided  a  full  range  of  mental  health  services 
during  the  audit  period.   The  provider  contracted  with  the 
Departments  of  Mental  Health  and  Social  Services  and  was  audited 
for  the  fiscal  years  ended  June  30,  1985  and  June  30,  1986.   A 
summary  of  the  audit  findings  included  the  following: 

A.  Several  significant  weaknesses  were  noted  in  the  provider's 
internal  controls.   In  its  response  the  provider  stated  that 
it  has  corrected  many  of  these  deficiencies. 

B.  The  provider's  financial  statements,  prepared  for  the  fiscal 
year  ended  June  30,  1985,  did  not  contain  a  compliance 
segment,  notes  to  the  financial  statements  indicating  the 
basis  by  which  the  financial  records  were  maintained,  and  a 
comparative  balance  sheet. 

C.  The  financial  statements  of  the  provider  (see  finding  Y)  for 
the  fiscal  year  ended  June  30,  1986,  indicated  that  the 
provider  incurred  expenses  in  excess  of  revenues  of  ($81,728) 
during  the  fiscal  year  and  had  a  total  fund  deficit  of 
($101,306).   The  provider  also  recorded  fund  deficits  in 
fiscal  years  ended  June  30,  1985  and  June  30,  1984.   The 
opinions  rendered  by  the  provider's  independent  auditors  have 
been  qualified  since  October  1982.   Even  though  the  provider 
did  not  meet  prequalif ication  standards  for  contracting  in 
fiscal  years  1986  and  1987,  the  provider  had  not  entered  into 
a  plan  of  corrective  action  with  its  purchasing  agencies  prior 
to  contracting  as  required. 

D.  Payroll  costs  per  the  provider's  general  ledger  and  payroll 
register  did  not  agree  with  payroll  costs  reported  per  the 
financial  statements.   Furthermore,  payroll  costs  reported  per 
the  payroll  register  and  Federal  Tax  Form  941  were  $42,657 
less  than  the  amounts  listed  in  the  general  ledger. 

E.  Auditors  noted  that  the  provider  listed  $220,827  as  in-kind 
expenditures  on  the  RSC  1100  filed  for  the  fiscal  year  ended 
June  30,  1985.   A  review  of  the  provider's  general  ledger 
indicated  that  $246,147  of  in-kind  services  had  actually  been 
provided. 
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F.  Time  sheets  maintained  by  the  provider  did  not  contain 
actual  hours  worked  or  supervisory  approval  as  required  by 
the  EOHS  General  Conditions,  Article  VI. 

G.  Provider  employees  who  worked  in  excess  of  40  hours  per  week 
were  not  paid  overtime,  as  required. 

H.   The  provider  received  a  credit  of  $15,977  to  its  retirement 
plan,  during  fiscal  year  1986,  due  to  the  termination  of  the 
executive  director.   Although  state  funding  sources  (DMH  and 
DSS)  paid  for  more  than  half  of  this  expense,  the 
contribution  made  by  the  Commonwealth  was  not  reduced  as  a 
result  of  this  credit. 

I.   The  provider  failed  to  maintain  a  detailed  listing  of  fixed 
assets  segregating  equipment  purchased  with  state  funds  from 
equipment  donated  or  purchased  with  other  funds.   The 
audited  financial  statements  of  the  provider  for  fiscal 
years  1985  and  1986  included  depreciation.   However,  because 
of  deficiencies  in  the  provider's  records,  it  could  not  be 
determined  if  any  of  that  equipment  had  been  purchased  with 
Commonwealth  funds . 

J.   Auditors  noted  that  the  provider  purchased  $7,900  of 

equipment  during  fiscal  year  1985.   The  provider  failed  to 
report  this  purchase  on  the  RSC  1100  Cost  Report  as 
required. 

K.   Auditors  were  unable  to  verify  $30,266  of  consultant  wages 
because  of  inadequate  documentation.   Invoices  reviewed  did 
not  include  the  type  of  service  rendered,  the  staff  or 
clients  receiving  the  service,  the  specific  hours  of  service 
or  the  signature  of  the  consultant. 

L.   Compensation  paid  to  consultants  in  excess  of  $600  was 
reported  on  Wage  Form  W-2  rather  than  IRS  Form  1099. 

M.   Travel  vouchers  did  not  contain  supervisory  approval  as 
required  by  DMH  regulations.   In  addition,  the  provider 
reimbursed  consultants  a  total  of  $2,346  for  travel.   The 
DMH  Contract  Vouchering  Manual  does  not  permit  consultant 
travel  as  an  allowable  expense. 

N._  The  members  of  the  board  of  directors  of  Greater  Lawrence 
Mental  Health  Center,  Inc. ,  are  also  the  board  members  of  a 
related  party,  Lawrence  Holdings,  Inc.   The  provider  rented 
property  from  this  related  party.   This  relationship  was  not 
identified  on  the  RSC  1100  Cost  Report,  the  Federal  Form  990 
and  the  Attorney  General's  Form  PC  during  fiscal  years  1985 
and  1986  as  required. 
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0.   A  review  of  the  the  financial  statements  of  -Lawrence 

Holdings,  Inc.,  the  related  party  noted  in  N  above,  for  the 
fiscal  year  ended  June  30,  1985,  indicated  that  excess 
revenue  of  $3,717  was  generated  from  the  rental  of  the 
property  to  the  provider. 

P.   Auditors  could  not  trace  units  billed  per  DMH  and  DSS  unit 
rate  contracts  to  actual  dates  of  service  per  client 
records.   Provider  personnel  indicated  that  client  billing 
attendance  records  could  not  be  located.   Therefore, 
auditors  could  not  verify  $353,573  of  services  billed  to 
these  unit  rate  contracts. 

Q.   Client  daily  logs  were  not  available  for  audit.   As  a 
result,  auditors  were  unable  to  test  client  billing  (as 
noted  in  P  above) ,  sliding  fees,  billing  to  private 
insurance  carriers  and  to  Medicaid.   EOHS  General  Conditions 
require  that  records  be  retained  for  six  years. 

R.   An  analysis  of  income  revealed  that  the  provider  received 
$31,175  from  one  contract  entitled  Lawrence  District  Court 
during  fiscal  year  1985.   Auditors  noted  that  $11,000  worth 
of  services  rendered  under  this  contract  were  actually 
performed  prior  to  fiscal  year  1985,  some  as  far  back  as 
fiscal  year  1983.   It  should  be  noted  that  the  provider  was 
experiencing  serious  cash  flow  problems  during  this  period 
and  incurred  substantial  interest  expenses  for  borrowing  to 
meet  operating  expenses.   Furthermore,  income  earned  in  one 
period  and  recorded  in  another  violates  Generally  Accepted 
Accounting  Principles  and  the  accrual  basis  of  accounting 
according  to  the  AICPA  Industry  Audit  Guide  for  Audits  of 
Voluntary  Health  and  Welfare  Organizations. 

S.   The  provider's  financial  statements  indicated  a  negative 
fund  balance  of  ($50,580)  as  of  June  30,  1985  and  the 
provider  incurred  a  loss  in  operations  (unrestricted  fund) 
in  fiscal  year  1986  of  ($139,020).   Outstanding  payables  in 
excess  of  six  months  were  noted.   However,  vouchers 
submitted  monthly  to  the  area  office  of  DMH  certified  that 
all  costs  of  the  previous  month  had  been  liquidated. 
Furthermore,  despite  a  critical  cash  flow  problem,  the 
provider  offered  interest-free  loans  in  fiscal  years  1985 
and  1986  of  $18,000  to  a  related  party,  Lawrence  Holdings, 
Inc. 

T.   DMH  Regulations  require  that  providers  make  every  effort  to 
collect  payments  from  all  sources  other  than  the 
Commonwealth.   The  provider  did  not  verify  reported  income 
of  clients  when  assessing  sliding  fees  or  attempt  to  collect 
past  due  payments  from  fee  paying  clients.   Furthermore, 
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when  a  client  exceeded  the  maximum  yearly  insurance  rate 
from  private  insurance  carriers  ($500  for  the  major 
insurance  carriers)  the  client  continued  to  receive  services 
but  no  additional  fees  were  charged.   While  the  provider's 
billable  fee  for  a  therapy  session  was  $45,  some  private 
insurance  carriers'  maximum  payment  for  a  therapy  session 
was  $25.   The  provider's  failure  to  make  a  reasonable  effort 
to  collect  the  appropriate  fees  contributed  to  losses  in 
operations  which  endangered  the  services  provided  to  all 
clients.   Furthermore,  the  provider  did  not  record  this 
unrealized  income  as  a  liability  in  its  financial  statements 
as  required  by  generally  accepted  accounting  principles. 

U.   Auditors  noted  that  the  provider  purchased  $14,683  worth  of 
capital  equipment  during  fiscal  year  1985  with  funds 
received  from  DMH  unit  rate  contracts  #32258  and  #32413.   Of 
this  equipment,  $6,783  was  for  office  furniture, 
photocopying  equipment  and  memory  writers  purchased  for  and 
delivered  to  the  Lawrence  Area  Office  of  the  Department  of 
Mental  Health.   By  doing  so,  the  DMH  area  office  by-passed 
state  requirements  for  purchasing  such  equipment. 
Furthermore,  because  the  DMH  area  office  approved  all 
contracts  and  contract  expenditures  of  this  provider,  this 
practice  violated  Massachusetts  General  Laws,  Chapter  2  68A, 
Section  23,  Standards  of  Conduct. 

V.   Auditors  noted  that  the  allocation  process  approved  by 

management  to  allocate  costs  to  DMH  and  DSS  contracts  was 
not  applied  consistantly  by  the  bookkeeper  as  required  by 
generally  accepted  accounting  principles. 

X.   As  of  December  23,  1986,  the  provider  had  not  filed  an 
annual  report  with  the  Secretary  of  State's  Office  since 
1983. 

Y.   The  financial  statements  of  Greater  Lawrence  Mental  Health 
Center,  Inc.,  audited  by  Topham,  Fardy,  &  Co.,  Certified 
Public  Accountants,  indicated  a  ($139,020)  fund  deficit  as 
of  June  30  19.86.   This  balance  included  excess  expenses  over 
revenue  of  ($80,346)  which  accrued  during  fiscal  year  1986. 

Total  revenues  and  support  received  by  the  provider  for  this 
same  period  amounted  to  $2,109,377,  of  which  $1,458,769  was 
generated  by  Departments  of  Mental  Health  and  Social 
Services  contracts  and  support.   Of  the  $610,920  generated 
from  other  fee-for-service  payments,  $45,796  was  from  local 
cities  and  towns,  and  $565,124  was  from  client  fees. 
Additionally,  $39,688  was  received  from  the  United  Way  and 
other  sources. 
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EOHS  agency  revenues  received  by  the  provider,  $1,458,769, 
represented  69  percent  of  total  income  while  other  fee 
payors  for  service  represented  twenty-nine  percent  of  total 
income.   The  remaining  revenues  .represented  two  percent  of 
total  income. 


EOHS/OAA  requested  that  DMH  enter  into  a  written 
administrative  agreement  with  Greater  Lawrence  Mental  Health 
Center,  Inc.,  which  addresses:  findings  A,  D,  F,  I,  L,  M,  Q,  R, 
S,  T  and  V  in  accordance  with  the  provider's  response  as 
contained  in  the  report;  the  omission  of  prequalification 
material  noted  in  finding  C;  the  appropriateness  of  recovery  of 
funds  in  findings  H  and  P  and  the  recovery  of  $32,612  noted  in 
findings  K  and  M.   EOHS/OAA  requested  that  DMH  Central  Office 
review  finding  U  for  determination  of  appropriate  action.   DSS 
was  directed  to  negotiate  a  written  administrative  agreement 
with  the  provider  which  addresses  findings  B  and  V.   EOHS/OAA 
requested  that  the  Secretary  of  State's  Office  address  finding  2 
and  the  State  Ethics  Commission  and  the  Office  of  the  Inspector 
General  review  finding  U  for  determination  of  appropriate 
action.   Finding  G  was  referred  to  the  Department  of  Labor  and 
Industries  and  finding  N  was  referred  to  the  Attorney  General's 
Office,  Public  Charities  Division.   The  Executive  Office  of 
Human  Services,  Office  of  Contract  Management  was  asked  to 
review  findings  C,  S  and  Y  and  the  RSC  was  asked  to  review 
findings  E,  J,  N,  0,  S.,  and  Y  to  determine  what  effect,  if  any, 
such  findings  may  have  on  the  rates  of  reimbursement  to  the 
provider.   Finding  N  was  also  referred  to  the  Internal  Revenue 
Service. 
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Provider  Name:  Haverhill  Day  Nursery 

Association,  Inc. 
367  South  Main  Street 
Bradford,  MA   01830 

Audit  #:  C-559-87 

Haverhill  Day  Nursery  Association,  Inc. ,  a  non-profit 
corporation,  provided  comprehensive  and  coordinated 
developmental  child  care  activities  to  40  children  during  the 
audit  period.   The  provider  contracted  with  the  Department  of 
Social  Services  and  was  audited  for  the  fiscal  year  ended  June 
30,  1986.   A  summary  of  the  audit  report  findings  included  the 
following: 

A.  There  were  several  significant  weaknesses  noted  in  the 
provider's  internal  controls. 

B.  The  provider's  accounting  records  were  maintained  on  a  cash 
basis  rather  than  an  accrual  basis. 

C.  The  provider  had  not  filed  its  Annual  Report  with  the 
Secretary  of  State  for  the  year  ended  June  30,  1986,  at  the 
close  of  the  audit  field  work,  on  June  1,  1987. 

D.  The  financial  statements  for  the  year  ended  June  30,  1986 
did  not  include  a  compliance  segment  of  the  report  or  a 
letter  giving  an  independent  assurance  that  the  financial 
record-keeping  practices  complied  with  the  requirements 
defined  in  Attachment  C  of  the  Standard  DSS  Purchase 
Agreement. 

E.  Taxes  withheld  from  employees  were  not  paid  in  a  timely 
manner  to  the  IRS  and  the  Massachusetts  Department  of 
Revenue.   Additionally,  IRS  forms  941  were  prepared 
incorrectly.   These  documents  indicated  that  all  required 
taxes  had  been  deposited  when  in  fact  there  were  outstanding 
tax  liabilities  due  as  of  the  filing  dates. 

F.  The  provider  reported  on  the  RSC  1100  cost  report  under  the 
category  of  "Vehicle  Lease",  expenditures  which  were 
actually  the  cost  of  purchasing  transportation  services.' 

G.  The  provider's  use  of  compensatory  time  off  for  employees 
was  not  in  compliance  with  Mass.  General  Laws  chapter  151. 
In  addition  the  provider  did  not  budget  for  this  regular 
expense.   In  its  response,  the  provider  stated  that  it  had 
to  make  use  of  overtime  and  compensatory  time  on  a  regular 
basis  in  order  to  meet  DSS  and  OFC  requirements. 
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H.   The  provider  did  not  participate  in  the  State  Unemployment 
Compensation  Fund.   Instead  they  operated  on  a 
"pay-as-a-claim-is-assessed"  basis.   The  provider  did  not 
accrue  an  estimated  liability  or  disclose  the  loss 
contingency  for  potential  unemployment  claims  in  its 
financial  statements. 

I.   In  the  audit  report,  the  auditor  attempted  to  recalculate 
rates  of  reimbursement  to  this  provider.   Because  all 
information  necessary  to  do  the  recalculation  with  complete 
accuracy  was  not  available,  the  result  was  inconclusive. 
However,  based  upon  information  available  it  appeared  that 
the  rates  did  not  support  reimbursement  of  total  costs. 

J.   A  fund  deficit  of  ($29,931)  existed  in  the  provider's 

general  fund  as  of  June  30,  1986,  including  excess  expenses 
over  revenue  of  ($11,970)  which  accrued  during  fiscal  year 
1986.   The  deficit  was  the  result  of  costs  incurred  by  the 
program  which  were  not  included  in  the  RSC  60 OB  program 
budgets  and  lost  income  of  $37,077  from  nonpurchased  units 
of  service.   Income  from  other  sources  was  not  sufficient  to 
cover  all  of  the  unbudgeted  expenditures. 

Even  though  the  provider  had  a  ($29,931)  general  fund 
deficit,  the  total  fund  balance  of  $33  6,566  as  of  June  30, 
1986,  met  the  EOHS  Pre-Qualif ication  Standards  because  of  an 
offsetting  combined  Endowment,  Land  Building  and  Equipment 
Fund  balance  of  $366,497.   The  provider  has  incurred 
operating  losses  in  the  last  four  consecutive  years.   If 
these  losses  continue  in  the  future,  the  provider's 
viability  could  be  jeopardized. 

K.   The  financial  statements  of  Haverhill  Day  Nursery 

Association,  Inc.,  audited  by  Kotzen,  Lambalot  &  Reilly, 
Certified  Public  Accountants,  indicated  a  $3  3  6,566  fund 
balance  comprised  of  a  ($29,931)  General  Fund  deficit, 
$338,681  Endowment  Fund  and  a  $27,816  Land,  Building  and 
Equipment  Fund  as  of  June  30,  1986.   This  balance  included 
excess  expenses  over  income  of  ($11,970)  which  accrued 
during  the  fiscal  year  1986. 

Total  revenues  received  by  the  provider  for  this  same  period 
amounted  to  $296,562  of  which  $197,269  was  supported  by 
Department  of  Social  Service  contracts.   Of  the  remaining 
$99,293,  $43,380  was  generated  from  other  fee-for-service 
payments,  from  local  cities  and  client  fees,  and  $55,913  was 
generated  from  interest  income,  donations  and  fund  raising. 

EOHS  agency  revenues  received  by  the  provider,  $197,269, 
represented  67  percent  of  total  income,  while  other  fee 
payors  for  service  represented  fifteen  percent  of  total 
income.   The  remaining  revenues  represented  eighteen  percent 
of  total  income. 
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EOHS/OAA  requested  that  DSS  negotiate  an  administrative 
agreement  with  Haverhill  Day  Nursery  Association,  Inc. ,  which 
addresses  findings  A,  B,  D,  E,  G,  H,  I,  and  J.   Finding  K  was 
referred  for  informational  purposes.   EOHS/OAA  also  requested 
that  RSC  review  finding  F  to  determine  what  administrative 
action  is  appropriate,  and  all  other  findings  were  referred  for 
informational  purposes.   In  addition  the  Secretary  of  State's 
Office  has  been  asked  to  review  finding  C,  and  the  EOHS/OCM  has 
been  asked  to  review  finding  J.   It  should  be  noted  that  the  RSC 
has  responded  satisfactorily  to  the  issues  referred  to  them. 
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Provider  Name:  Holyoke  Health  Center,  Inc. 

30  Center  Street 
Holyoke,  MA  01041 

Audit  #:  0-405-86 

The  Holyoke  Health  Center,  Inc.,  a  non-profit  corporation, 
provided  comprehensive  therapeutic  health  care  to  residents  of 
the  City  of  Holyoke  during  the  audit  period.   The  provider 
contracted  with  the  Department  of  Public  Health  and  was  audited 
for  the  fiscal  year  ended  June  30,  1985.   A  summary  of  the  audit 
report  findings  included  the  following: 

A.  A  few  weaknesses  were  noted  in  the  provider's  internal 
controls.   In  its  response,  the  provider  stated  that  it 
would  institute  the  proper  controls. 

B.  The  financial  statements  of  Holyoke  Health  Center,  Inc. 
audited  by  Lester  Halpern  and  Company,  CPA,  indicated  a 
$271,951  fund  balance,  comprised  of  a  $264,295 
operating  fund  and  a  $7,656  plant  fund,  as  of  June  30, 
1985.   This  balance  included  excess  income  over 
expenses  of  $66,453  which  accrued  during  fiscal  year 
1985. 

Total  revenues  received  by  the  provider  for  this  same 
period  amounted  to  $472,577,  of  which  $83,267  was 
generated  from  Department  of  Public  Health  contracts. 
Of  the  $373,075  received  from  other  fee  for  service 
payors,  $293,313  was  from  third  party  payors,  $18,117 
was  from  private  payors  and  $61,650  was  from  cities  and 
towns.   The  remaining  $16,235  was  generated  from 
interest  income. 

EOHS  revenue  received  by  the  provider,  $83,267, 
represented  18  percent  of  total  income  while  other  fee 
payors  for  service  represented  79  percent  of  total 
income.   The  remaining  revenues  represented  3  percent 
of  total  income. 

EOHS/OAA  requested  that  DPH  enter  into  an  administrative 
agreement  with  Holyoke  Health  Center,  Inc.,  which  addresses 
finding  (A)  in  accordance  with  the  provider's  response  as 
contained  in  the  report.   In  addition,  the  RSC  was  requested  to 
review  finding  (B)  to  determine  what  effect,  if  any,  such 
finding  may  have  on  the  rates  of  reimbursement  to  the  provider. 
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Provider  Name:  Incentive  Community  Enterprises,  Inc. 

P.O.  Box  598 
Northampton,  MA  01061 

Audit  #:  C-021-87 

Incentive  Community  Enterprises,  Inc. ,  a  non-profit 
corporation,  provided  vocational  and  community  living  services  to 
handicapped  individuals  in  the  Pioneer  Valley  area  during  the 
audit  period.   The  provider  contracted  with  the  Department  of 
Mental  Health  and  the  Massachusetts  Rehabilitation  Commission  and 
was  audited  for  the  fiscal  year  ended  June  30,  1986.   A  summary 
of  the  audit  report  findings  included  the  following: 

A.  Several  weaknesses  were  noted  in  the  provider's  internal 
controls. 

B.  The  provider  accrued  excess  income  over  expenses  of  $4,277  in 
four  DMH  cost  reimbursement  contracts.   Although  amounts 
invoiced  did  not  exceed  contract  budgets,  invoiced  amounts 
did  not  correspond  directly  to  costs  incurred  per  the  general 
ledger.   The  DMH  Vouchering  Manual  states  that  for  such 
contracts,  payment  can  only  be  made  for  expenses  actually 
incurred. 

C.  A  review  of  eleven  employee  files  chosen  at  random  indicated 
that  in  a  number  of  cases  the  personnel  records  were 
incomplete. 

D.  The  provider  had  no  lease  agreements  for  three  administrative 
offices  utilized  by  three  programs. 

E.  No  Quality  Assurance  Reviews  had  been  conducted  by  the 
Department  of  Mental  Health  since  the  provider  was 
incorporated  in  August  1975. 
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F.   The  financial  statements  of  ICE,  Inc.  audited  by  Lester 

Halpern  &  Company,  P.C.  indicated  a  $102,742  fund  balance  as 
of  June  30,  1986.   This  balance  included  excess  income  over 
expenses  of  $45,225  which  accrued  during  fiscal  year  1986. 

Total  revenues  and  support  received  by  the  provider  for  this 
same  period  amounted  to  $3,596,131,  of  which  $2,544,452  was 
generated  by  DMH  contracts,  DMH  donated  employee  positions 
and  MRC  contracts  and  support.   Of  the  $334,948  generated 
from  other  fee-for-service  payments,  $38,295  was  from  the 
Department  of  Environmental  Management,  $107,908  was  from 
Bay  State  Skills  Corporation  and  the  Executive  Office  of 
Elder  Affairs,  $137,031  was  from  the  Connecticut  Department 
of  Mental  Retardation,  and  $51,714  was  from  Center  for 
Humanistic  Change  subcontract  income.   Additionally, 
$716,731  was  received  from  industrial  contract  income, 
rents,  contributions,  and  sales  from  food  services. 

EOHS  agency  revenues  received  by  the  provider,  $2,544,452, 
represented  71  percent  of  total  income  while  other  fee 
payors  for  service  represented  nine  percent  of  total 
income.   The  remaining  revenues  represented  twenty  percent 
of  total  income. 


EOHS/OAA  requested  that  DMH  enter  into  an  administrative 
agreement  with  Incentive  Community  Enterprises,  Inc.,  to  address 
findings  (A) ,  (C) ,  (D) ,  and  (E)  in  accordance  with  the 
provider's  response  as  contained  in  the  report.   This 
administrative  agreement  should  also  address  the  recovery  of 
$4,277  noted  in  finding  (B) .   In  addition,  EOHS/OAA  has 
requested  RSC  to  review  finding  (F)  to  determine  what  effect,  if 
any,  such  finding  may  have  on  the  rates  of  reimbursement  to  the 
provider.   It  should  be  noted  that  the  provider  has  negotiated 
an  administrative  agreement  with  DMH. 
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Provider  Name:  The  Little  People's  Place,  Inc. 

150  Nicks  Rock  Road 
Plymouth,  MA   02360 

Audit  #:  0-181-87 

The  Little  People's  Place,  Inc.,  a  for-profit  corporation, 
provided  day  care  services  during  the  audit  period.   The 
provider  contracted  with  the  Department  of  Social  Services  and 
was  audited  for  the  fiscal  year  ended  June  30,  1985.   A  summary 
of  the  audit  report  findings  included  the  following: 

A.  Several  weaknesses  were  noted  in  the  provider's  internal 
controls. 

B.  The  provider's  financial  statements  did  not  contain  a 
statement  of  functional  expenses  and  a  compliance  segment  as 
required. 

C.  The  income  reported  per  the  Federal  and  State  Tax  Forms, 
both  filed  for  the  fiscal  year  ended  June  30,  1985,  was 
$8,714  more  than  income  reported  per  the  financial 
statements  prepared  for  the  same  period. 

D.  The  provider  did  not  have  any  motor  vehicle  insurance 
coverage  on  employees  transporting  children  to  and  from  the 
program  sites.  This  condition  was  reported  as  a  violation  of 
regulations  of  the  Office  for  Children.   However,  a  response 
from  OFC  was  subsequently  received  indicating  that  its 
regulations  do  not  require  such  coverage. 

E.  The  provider's  financial  records  did  not  segregate  income  or 
expenses  by  contract  or  program  as  required  by  Attachment  C 
of  the  Standard  DSS  Purchase  Agreement  and  the  EOHS  General 
Conditions.   In  its  response  the  provider  stated  that 
expenses  were  allocated  on  a  percentage  basis,  however, 
auditors  stated  that  expenses  had  not  been  allocated  in  the 
financial  records. 

F.  The  provider's  accounting  system  did  not  provide  an  audit 
trail  to  trace  income  to  individual  contracts  or  programs  as 
required.   In  addition,  auditors  could  not  reconcile  income 
per  the  provider's  financial  statements  to  income  per  the 
provider's  accounting  records  and  receipts  from  DSS  and  USDA 
were  not  recorded  in  the  provider's  financial  records. 

G.  The  audited  financial  statements  for  the  fiscal  year  ended 
June  30,  1985  indicated  a  fund  deficit  of  ($24,557).   The 
executive  director  did  not  agree  with  the  income  reported 
per  the  provider's  own  audited  financial  statements  and 
believed  that  the  fund  deficit  was  actually  ($15,285). 
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H.   Due  to  the  fund  deficit  noted  in  G  above,  the  provider  was 
required  to  submit  a  plan  of  corrective  action  to  DSS  prior 
to  contracting  for  fiscal  year  1986.   This  plan  of 
corrective  action  stated  that  the  loss  was  primarily  due  to 
increased  costs  of  child/ staff  ratios  based  on  a  projected 
increase  in  DSS  referrals  and  that  the  provider  did  not 
receive  the  additional  referrals  and  could  not  fill  the 
slots  on  its  own.   The  corrective  action  plan  also  stated 
that,  to  help  offset  the  fund  deficit  from  fiscal  year  1985, 
the  executive  director  (owner  of  this  for-profit 
corporation)  would  voluntarily  go  off  the  payroll  for  six 
months  and  the  program  director  would  donate  her  salary  for 
three  months  during  fiscal  year  1986.   The  provider 
subsequently  took  this  corrective  action  resulting  in  costs 
being  reduced  by  $14,658  during  fiscal  year  1986. 

Although  the  plan  of  corrective  action  was  submitted  to  DSS 
after  the  beginning  of  the  fiscal  year  1986  contract  period, 
DSS  did  not  recalculate  or  amend  the  provider's  unit  rate 
contract  by  reducing  the  organization's  budget  as  required 
by  the  EOHS  Procurement  Manual.   Salary  items  of  $14,658 
were  included  in  the  contract  budgets  for  fiscal  year  198  6 
even  though  DSS  was  aware  that  these  costs  would  not  be 
incurred. 

I.   The  provider  failed  to  maintain  time  sheets  for  the 

executive  director  and  a  program  director  during  fiscal  year 
1985,  as  required. 

J.   The  provider  did  not  maintain  a  complete  inventory  of  fixed 
assets  as  required  by  EOHS  General  Conditions,  Article  XV. 

K.   Auditors  compared  the  provider's  fiscal  year  1985  financial 
statements  to  the  DSS  proposal  application  for  fiscal  year 
1987  which  contains  actual  historical  costs  for  fiscal  year 
1985  and  found  that  total  expenses  of  $289,307  were  reported 
on  both  documents.   However,  $2572  of  depreciation  expense 
listed  in  the  financial  statements  was  not  identified  as 
such  in  the  provider's  proposal  application  package. 
Furthermore,  because  of  the  condition  noted  in  J  above  it 
could  not  be  determined  if  any  of  this  depreciation  was 
taken  on  state-owned  assets. 
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Ij.   Auditors  noted  that  the  depreciation  of  $2,572,  charged  to 
the  Commonwealth,  was  based  on  an  accelerated  cost  recovery 
method  rather  than  the  straight  line  method  of  depreciation 
required  by  RSC  Regulations. 

M.   The  provider  failed  to  maintain  vouchers  for  travel 

expenditures  reimbursed  by  state  contracts.   Total  travel 
reimbursement  was  $2,945  during  fiscal  year  1985.   The 
executive  director  received  $2,938  of  this  total. 

N.   The  financial  statements  of  The  Little  People's  Place,  Inc., 
audited  by  James  J.  Sughrue,  Certified  Public  Accountant, 
indicated  a  ($24,557)  retained  earnings  (deficit)  as  of  June 
30,  1985.   This  balance  included  excess  revenues  over 
expenses  of  $2,055  which  accrued  during  fiscal  year  1985. 

Due  to  the  condition  of  the  provider's  records  as  noted  in 
.findings  C,  F,  and  G,  it  was  not  possible  to  determine 
actual  revenue  received  by  the  provider  nor  the  amount 
attributable  to  various  funding  sources.   However,  according 
to  the  financial  statements,  total  revenues  received  by  the 
provider  for  this  same  period  amounted  to  $260,423.   Of  this 
total,  provider  records  indicated  that  $169,137  was 
generated  by  DSS  contracts. 

EOHS  agency  revenues  received  by  the  provider,  $169,137, 
represented  65  percent  of  total  income,  while  other  fee 
payors  for  service  represented  thirty-five  percent  of  total 
income. 

EOHS/OAA  requested  that  DSS  negotiate  an  administrative 
agreement  with  The  Little  People's  Place,  Inc.,  which  addresses 
findings  A,  B,  C,  D,  E,  F,  G,  H,  I,  J,  K,  L  in  accordance  with 
the  provider's  response  as  contained  in  the  report.   EOHS/OAA 
also  requested  that  DSS  recover  the  $2,945  noted  in  finding  M. 
In  addition,  EOHS/OAA  requested  that  the  RSC  review  findings  H, 
L,  and  N  to  determine  what  effect,  if  any,  such  findings  may 
have  on  the  rates  of  reimbursement  to  the  provider.   EOHS/OAA 
requested  that  EOHS/OCM  review  findings  F,  G,  and  H  to  determine 
what  action  is  appropriate.   It  should  be  noted  that  a  response 
was  received  from  the  EOHS/OCM  that  satisfactorily  addresses 
that  issues  referred  to  them. 
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Provider  Name:  Mental  Health  Association 

of  Greater  Lowell,  Inc. 
P.O.  Box  1161 
Lowell,  MA  01854 

Audit  #:  0-156-87 

The  Mental  Health  Association  of  Greater  Lowell  Inc.,  a 
non-profit  corporation,  provided  rehabilitative  and  preventive 
mental  health  programs  for  children  and  the  elderly  and  service 
to  the  mentally  retarded  during  the  audit  period.   The  provider 
contracted  with  the  Department  of  Mental  Health  and  the 
Massachusetts  Rehabilitation  Commission  and  was  audited  for  the 
fiscal  year  ended  June  30,  1985.   A  summary  of  the  audit  report 
findings  included  the  following: 

A.  There  were  many  significant  weaknesses  noted  in  the 
provider's  internal  controls.  Several  of  these 
weaknesses  were  also  noted  in  two  prior  audits. 

B.  The  provider  did  not  file  Form  P.C.  for  fiscal  year 
1985  with  the  Public  Charities  Division  of  the 
Department  of  the  Attorney  General. 

C.  The  provider  did  not  file  its  FY  1985  Cost  Report  with 
the  Rate  Setting  Commission,  due  in  October  1985,  until 
June  1986. 

D.  The  provider  did  not  maintain  a  current  general  ledger. 

E.  A  review  of  the  financial  records  indicated  the 
following  deficiencies: 

1.  Signed  copies  of  DMH  contracts  were  not  on  file. 

2.  Copies  of  contracts  between  the  provider  and 
cities  and  towns  were  not  available. 

3.  Copies  of  IRS  forms  documenting  payroll  taxes 
could  not  be  located. 

4.  Lease  agreements  for  parking  of  two  program 
vehicles  could  not  be  located. 

F.  The  provider's  financial  statements  did  not  contain  a 
Statement  of  Functional  Expenses  as  required. 

G.  Due  to  poor  record  keeping  practices,  the  provider's 
expenses  could  not  be  traced  to  supporting 
documentation . 
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H.  The  audit  indicated  that  the  same  advertising  expenses 
in  two  separate  instances  were  billed  twice  during  the 
fiscal  year.   This  double  billing  totaled  $119.00. 

I.   The  provider  did  not  submit  supporting  documentation  to 
the  area  office  when  submitting  invoices  for 
reimbursement  on  any  DMH  contracts. 

J.    A  test  of  payments  to  consultants  revealed  that 

sixty-four  individuals,  of  the  eighty-four  consultants 
to  whom  IRS  forms  1099  were  issued,  were  also  employees 
of  the  agency.   These  individuals  were  being  utilized 
as  relief  staff  workers  at  various  program  locations. 

K.    The  provider  paid  $8,622  in  tax  penalties  during  fiscal 
year  1985.   These  penalties  were  included  in  the  Cost 
Report  sent  to  the  Rate  Setting  Commission  which 
determines  the  provider's  rates,  even  though  they  are  a 
disallowed  cost  pursuant  to  RSC  regulations. 

L.    The  provider  overbilled  the  Department  of  Mental  Health 
$2,084  on  one  contract  for  fiscal  year  1985. 

M.    The  provider  did  not  pay  overtime  to  employees  who 
worked  in  excess  of  forty  hours. 

N.    The  financial  statements  of  the  Mental  Health 

Association  of  Greater  Lowell,  Inc.,  audited  by  Shaheen 
and  Pallone,  Certified  Public  Accountants,  indicated  a 
$110,625  fund  balance  as  of  June  30,  1985.   This 
balance  included  excess  income  over  expenses  of  $68,434 
which  accrued  during  fiscal  year  1985. 

Total  revenues  received  by  the  provider  for  this  same 
period  amounted  to  $1,320,640,  of  which  $1,128,921  was 
supported  by  DMH  and  MRC  contracts.   Other 
fee-for-service  payments  totalled  $133,868,  of  which 
$112,638  was  from  local  cities  and  towns  and  $21,23  0 
from  client  fees.   Additionally,  $57,851  was  received 
from  United  Way  donations,  fund-raising,  bequests  and 
interest  income. 

EOHS  agency  revenues  received  by  the  provider, 
$1,128,921,  represented  86  percent  of  total  income, 
while  other  fee  payors  for  service  represented  ten 
percent  of  total  income.   The  remaining  revenues 
represented  four  percent  of  total  income. 
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EOHS/OAA  requested  that  DMH  negotiate  an  administrative 
agreement  with  the  Mental  Health  Association  of  Greater  Lowell 
Inc.  which  addresses  findings  (A) ,  (D) ,  (E) ,  (F) ,  (G) ,  (I)  and 
(J)  and  also  addresses  the  recovery  of  funds  totaling  $2,203 
from  findings  (H)  and  (L) .   The  DMH  Central  Office  was  also 
requested  to  address  finding  (I)  with  the  Area  Office  to 
determine  how  this  reimbursement  was  permitted  to  occur. 
EOHS/OAA  also  requested  that  RSC  review  findings  (C) ,  (K)  and 
(N)  to  determine  what  effect,  if  any,  such  findings  may  have  on 
rates  of  reimbursement  to  the  provider.   In  addition,  EOHS/OAA 
requested  that  the  Department  of  the  Attorney  General  review 
finding  (B)  and  that  the  Department  of  Labor  and  Industries 
review  finding  (M)  and  take  whatever  action  is  deemed 
appropriate.   EOHS/OAA  also  referred  this  case  to  the  Office  of 
Contracts  Management  because  of  the  many  serious  findings,  to 
determine  whether  EOHS  agencies  should  continue  to  contract  with 
this  provider.   It  should  be  noted  that  the  provider  has 
negotiated  an  administrative  agreement  with  DMH  that  addressed 
all  the  findings  directed  to  DMH.   In  addition,  RSC,  EOHS/OCM 
and  the  Attorney  General's  Office  have  responded  to  the  findings 
directed  to  their  respective  agencies. 
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Provider  Name:  Newton-Needham  Mental  Health 

Association,  Inc. 
64  Eldridge  Street 
Newton,  MA  02158 

Audit  #:  0-160-86 

The  Newton-Needham  Mental  Health  Association,  Inc.,  a 
non-profit  corporation,  provided  a  variety  of  programs  for 
physically  and  mentally  handicapped  individuals  during  the  audit 
period.   The  provider  contracted  with  the  Departments  of  Mental 
Health  and  Public  Health  and  was  audited  for  the  fiscal  year 
ended  June  30,  1985.   A  summary  of  the  audit  findings  included 
the  following: 

A.  There  were  several  significant  weaknesses  noted  in  the 
provider's  system  of  internal  controls. 

B.  The  provider  did  not  file  its  Annual  Report  with  the 
Secretary  of  State's  Office  for  calendar  years  1983,  1984, 
and  1985,  as  required.   Reports  for  1983  and  1984  have  since 
been  filed. 

C.  The  provider's  Bylaws  and  Articles  of  Organization  did  not 
contain  a  dissolution  section  governing  distribution  of 
assets  of  the  corporation  as  required. 

D.  The  provider's  cash  receipts  journal  did  not  identify  income 
by  contract  or  program,  in  violation  of  the  EOHS  General 
Conditions.   Further,  receipts  were  not  marked  as  to  month 
of  billing  or  contract. 

E.  Of  the  seventeen  (17)  personnel  folders  reviewed,  IRS 
form  W-4  was  not  included  in  eleven  (11)  ,  in  violation  of 
the  EOHS  General  Conditions.   In  its  response,  the  provider 
stated  that  this  has  been  corrected. 

F.  The  provider  did  not  have  documentation  to  support  billings 
of  $2298  for  three  consultants.   There  is  no  evidence  that 
the  provider  required  these  consultants  to  submit 
documentation  indicating  hours  worked,  hourly  rates,  or 
clients  served.   This  is  in  violation  of  the  EOHS  General 
Conditions. 

G.  The  provider's  inventory  listing  of  fixed  assets  did  not 
segregate  equipment  purchased  with  state  funds  from  those 
donated  or  purchased  from  other  sources,  as  required. 
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H.   The  financial  statements  of  the  Newton-Needham  Mental  Health 
Association,  Inc. ,  audited  by  Alexander,  Aronson,  Finning 
and  Co.,  P.C.,  indicated  a  $156,262  fund  balance  as  of  June 
30,  1985,  comprised  of  a  $36,322  general  fund,  a  $58,466 
plant  fund,  and  a  $61,474  board  restricted  fund.   This 
balance  included  excess  expenses  over  income  (deficit)  of 
($11,842)  which  accrued  during  fiscal  year  1985. 

Total  revenues  and  support  received  by  the  provider  for  this 
same  period  amounted  to  $827,487,  of  which  $173,399  was 
generated  by  DMH  and  DPH  contracts,  and  $218,421  was 
supported  by  in-kind  services  provided  by  DMH.   Of  the 
$419,877  generated  from  other  fee-for-service  payments, 
$134,817  was  from  local  cities  and  towns,  $222,480  was 
from  patient  service  revenue,  $42,100  was  from  United  Way 
revenue,  and  $20,480  was  the  value  of • donated  services. 
Additionally,  $15,790  was  received  from  donations, 
fundraising,  bequests,  and  interest  income. 

EOHS  agency  revenues  and  in-kind  services  received  by  the 
provider,  $391,820,  represented  47  percent  of  total  income, 
while  other  fee  payors  for  service  represented  fifty-one 
percent  of  total  income.   The  remaining  revenues  represented 
two  percent  of  total  income. 

EOHS/OAA  requested  that  DMH  negotiate  an  administrative 
agreement  with  the  Newton-Needham  Mental  Health  Association, 
Inc.,  which  addresses  findings  A,  C,  D,  E,  and  G,  and  also 
addresses  recovery  of  $2298  cited  in  finding  F.   EOHS/OAA 
requested  that  the  Office  of  the  Secretary  of  State  review 
finding  B.   Additionally,  EOHS/OAA  referred  finding  H  to  DMH  and 
RSC  for  informational  purposes. 
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Provider  Name:  Norfolk  Mental  Health 

Association,  Inc. 
10  Cottage  Street 
Norwood,  MA   02062 

Audit  #:  0-470-86 


Norfolk  Mental  Health  Association,  Inc.,  a  non-profit 
corporation,  provided  vocational,  educational  and  rehabilitation 
services  to  clients  during  the  audit  period.   The  provider 
contracted  with  the  Department  of  Mental  Health,  Department  of 
Public  Welfare  and  the  Massachusetts  Rehabilitation  Commission 
and  was  audited  for  the  year  ended  June  30,  1985.   A  summary  of 
the  audit  report  findings  included  the  following: 

A.  One  significant  weakness  was  noted  in  the  provider's 
internal  controls.   In  its  response,  the  provider  noted  that 
it  was  taking  action  to  address  that  weakness. 

B.  The  provider's  Statement  of  Revenues  contained  the  following 
errors: 

1.  Income  of  $1,800  was  reported  on  the  financial 
statements  as  being  received  from  the  Department  of 
Mental  Health,  when  actually  it  was  revenue  received 
from  the  Veterans'  Administration. 

2.  Income  of  $4,952,  reported  as  being  from  the  Department 
of  Mental  Health,  was  actually  received  from  the 
Department  of  Public  Welfare. 

C.  The  provider's  employee  files  did  not  contain  resumes, 
periodic  reviews  or  job  descriptions  in  many  instances. 


•> 


D.  The  provider  depreciated  state-owned  equipment  on  its  RSC 
cost  report.   The  total  depreciation  taken  on  these  assets 
for  FY  1985  was  $510.   The  accumulated  depreciation  on  this 
same  equipment  totaled  $1,998  as  of  the  year  ending  June  30, 
1985. 

E.  The  provider  incurred  $2,169  of  interest  and  penalties  for 
nonpayment  of  Department  of  Employment  Security  (DES) 
Unemployment  Taxes  for  fiscal  year  1985.   This  amount  was 
charged  to  payroll  expenditures  on  the  provider's  financial 
records  and  was  included,  and  not  disclosed  as  penalties,  on 
the  RSC  1100  Cost  Report. 
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F.  The  provider  leased  three  (3)  vehicles  for  employees.   Two  of 
these  leases  contained  the  option  to  buy  the  vehicles.   Of 
the  three  leased  vehicles,  one  was  used  by  the  executive 
director,  one  by  the  director  of  administrative  services  and 
another  by  a  DMH  employee  assigned  to  one  of  the  provider's 
programs.    The  vehicles  provided  for  the  executive  director 
and  the  director  of  administrative  services  were  listed  on 
the  RSC  1100  as  a  "fringe  benefit"  and  our  analysis  noted 
that  this  fringe  benefit  was  not  offered  to  all  employees. 
The  provider's  records  indicated  that  expenditures  relating 
to  these  leases  were  listed  as  Salaries/Wages. 

G.  The  provider  billed  twice  for  some  of  the  same  units  of 
service  on  the  MRC  Evaluation  contract.   The  total  double 
billing  amounted  to  $3,302.   In  its  response,  the  provider 
stated  that  the  units  were  billed  a  second  time  on  the  advice 
of  MRC,  in  order  to  supplement  the  units  already  served, 
because  of  a  lack  of  referrals  from  the  agency  to  the 
provider. 

H.   The  provider,  Norfolk  Mental  Health  Association,  Inc.,  rented 
a  facility  from  a  related  party,  (Norfolk  Mental  Health 
Charitable  Trust,  "the  Trust") ,  located  at  10  Cottage  Street, 
Norwood,  Massachusetts. 

The  Trust  was  classified  as  a  related  party  because  the 
provider  was  the  sole  beneficiary  of  the  Trust.   Furthermore, 
its  managing  agent  was  the  Norfolk  Mental  Health  Association, 
Inc.,  Executive  Director  and  a  Trustee  was  a  member  of  the 
provider's  Board  of  Directors.   This  related  party 
transaction  was  not  disclosed  in  the  Rate  Setting  Cost 
Report,  Public  Charities  Form  PC,  or  the  Internal  Revenue 
Service  Form  990,  Income  Tax  Filing. 

I.   As  previously  mentioned,  the  provider  entered  into  a  rental 
agreement  with  a  related  party  described  in  Finding  H. 
Further  inquiries  into  the  related  party  relationship  noted 
other  omissions  and  irregularities.   They  are  as  follows: 
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1.  In  1978, the  provider,  Norfolk  Mental  Health  Association, 
Inc.,  loaned  $20,000  to  Norfolk  Mental  Health  Charitable 
Trust  ("the  Trust")  for  the  down  payment  on  the  property 
located  at  10  Cottage  Street,  Norwood,  Massachusetts, 
which  was  purchased  by  the  Trust  in  1978  for  $180,000. 
There  was  no  record  of  a  loan  agreement  between  the  two 
parties. 

This  property  was  subsequently  sold  by  the  Trust  on 
December  18,  1986  to  Car-Cliff  Trust  Fourth  of  Quincy, 
Massachusetts  for  $795,000.  Car-Cliff  Trust  Fourth 
certified  in  a  Declaration  of  Trust,  executed  on 
December  12,  1986  and  recorded  at  the  Registry  of  Deeds 
on  December  19,  1986,  that  the  purchase  of  the  property 
would  be  accomplished  by  giving  a  first  mortgage  to  a 
bank  and  a  second  mortgage  to  the  provider.   The 
Declaration  also  stated  that  Car-Cliff  Trust  Fourth 
would  enter  into  a  lease  for  the  rental  of  the  property 
to  the  provider. 

2.  The  provider's  financial  statements  indicated  that  it 
paid  $105,198  in  rent  during  fiscal  year  1985  to  a 
related  party,  the  Trust,   for  the  property  located  at 
10  Cottage  Street,  Norwood,  Massachusetts.   The  related 
party  relationship  between  the  provider  and  the  Trust 
was  not  disclosed  on  the  RSC  -  1100  Cost  Report.   The 
amount  paid  as  rent  exceeds  allowable  standards  for 
payment  to  related  parties.   An  analysis  of  the 
statement  of  Revenue  and  Expense  contained  in  the 
provider's  financial  statements  indicated  the  allowable 
costs  were  $83,161. 

Therefore,  the  amount  paid  by  the  provider  for  Rental 
Expenses  $105,198,  exceeded  the  amount  determined  to  be 
allowable  by  $22,037. 

3.  The  provider  did  not  have  written  rental  agreements 
between  itself  and  the  Trust  for  the  property  occupied 
at  10  Cottage  Street,  Norwood,  Massachusetts. 

J.   The  provider's  independently  audited  financial  statements 
included  a  qualified  opinion  for  two  consecutive  fiscal 
years,  1984  and  1985. 
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K.   The  financial  statements  of  Norfolk  Mental  Health 

Association,  Inc.,  audited  by  John  Vecchi,  CPA,  indicated  a 
$39,757  fund  balance  comprised  of  ($374,944)  operating  fund 
deficit,  plant  fund  $413,688  and  an  endowment  fund  of  $1,013 
as  of  June  30,  1985.   This  balance  included  excess  expenses 
over  revenues  of  ($139,309),  which  accrued  during  fiscal  year 
1985. 

Total  revenues  received  by  the  provider  for  the  same  period 
amounted  to  $2,261,047,  of  which  $911,705  was  from  DMH,  DPW 
and  MRC  contracts.   Of  the  $1,120,476  generated  from  other 
fee-for-service  payments,  $185,179  was  from  client  fees, 
$776,148  from  non-EOHS  agencies  and  municipalities,  and 
$159,149  from  Medicaid.   Additionally,  $228,866  was  received 
from  donations,  fund-raising,  bequests  and  interest  income. 

EOHS  agency  revenues  received  by  the  provider,  $911,705, 
represented  4  0  percent  of  total  income,  while  other  fee 
payors  for  service  represented  fifty  percent  of  total 
income.   The  remaining  revenues  represented  ten  percent  of 
total  income. 

EOHS/OAA  requested  that  DMH  negotiate  an  administrative 
agreement  with  Norfolk  Mental  Health  Association,  Inc.  which  . 
addresses  findings  A,  B,  C,  I  and  J  in  accordance  with  the 
provider's  response  as  contained  in  the  report.   EOHS/OAA  also 
requested  that  the  RSC  review  findings  D,  E,  F,  G,  H  and  I  to 
determine  what  effect,  if  any,  such  findings  may  have  on  the  FY 
1987  and  FY  1989  rates  of  reimbursement  to  the  provider  and  to 
determine  what  administrative  action  will  be  taken.   In  addition, 
MRC  was  requested  to  recover  funds  totaling  $3,302  identified  in 
finding  G.   Also,  the  Attorney  General's  Division  of  Public 
Charities  has  been  asked  to  review  finding  H,  and  the  EOHS/OCM 
has  been  requested  to  review  findings  J  and  K  to  ascertain 
whether  the  provider  should  be  included  in  the  Vendor  Assistance 
Program,  and  if  Prequalif ication  Standards  were  met.   All  other 
findings  were  referred  to  all  above-mentioned  EOHS  agencies  for 
informational  purposes.   Furthermore,  the  Internal  Revenue 
Service  has  been  asked  to  review  finding  H. 
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Provider  Name:  North  Central  Alcoholism 

Commission,  Inc. 
17  Orchard  Street 
Leominster,  MA  01453 

Audit  #:  0-543-87 

The  North  Central  Alcoholism  Commission,  Inc. ,  a  non-profit 
corporation,  operated  a  detoxification  center  and  various 
counseling  programs  during  the  audit  period.   The  provider 
contracted  with  the  Department  of  Public  Health  and  the 
Department  of  Corrections  and  was  audited  by  EOHS/OAA  auditors 
for  the  fiscal  year  ended  June  30,  1986.   A  summary  of  the 
findings  contained  in  the  report  are  as  follows: 

A.  Several  weaknesses  were  noted  in  the  provider's  internal 
controls. 

B.  The  provider  violated  EOHS  General  Conditions  and  contract 
provisions  by  invoicing  and  receiving  $17,000  over  the 
contract  maximum  obligation  for  one  DPH  contract  during 
fiscal  year  1986. 

C.  The  provider  included  $14,620  of  accrued  sick  time  in  its 
accrued  vacation  expense  for  fiscal  year  ending  1986.   This 
disallowed  cost  was  included  in  total  personnel  costs 
reported  on  the  provider's  fiscal  year  1986  RSC  1100  cost 
report,  which  is  used  as  the  basis  to  compute  fiscal  year 
1988  rates. 

D.  The  financial  statements  of  North  Central  Alcoholism 
Commission,  Inc. ,  audited  by  Harrington,  Elwood  and  Trask, 
Certified  Public  Accountants,  indicated  a  $34,638  fund 
balance  as  of  June  30,  1986,  comprised  of  a  $5,602  operating 
fund  and  a  $29,036  plant  fund.   This  balance  included  excess 
expenses  over  income  of  ($1,676)  which  accrued  during  fiscal 
year  1986. 

Total  revenue  and  support  received  by  the  provider  for  the 
same  period  amounted  to  $1,007,395,  of  which  $753,756  was 
generated  by  Department  of  Public  Health  and  Department  of 
Corrections  contracts.  Other  fee-for-service  payments  of 
$197,654  were  from  client  and  program  fees.  Additionally, 
$55,985  was  received  from  miscellaneous  income  and  donated 
goods  and  services. 

EOHS  agency  revenues  received  by  the  provider,  $753,756, 
represented  75  percent  of  total  income,  while  other  fee 
payors  for  service  represented  twenty  percent  of  income.   The 
remaining  income  represented  five  percent  of  total  income. 
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EOHS/OAA  requested  that  DPH  negotiate  an  administrative 
agreement  with  North  Central  Alcoholism  Commission,  Inc. ,  to 
address  findings  A  and  C  in  accordance  with  the  provider's 
response  as  contained  in  the  report.   It  was  also  requested  that 
this  agreement  address  the  recovery  of  $17,000  noted  in  finding 
B.   EOHS/OAA  also  requested  that  the  Rate  Setting  Commission 
review  finding  C  to  determine  what  effect  this  finding  has  on 
the  fiscal  year  1988  rates  of  reimbursement  to  the  provider  and 
what  administrative  action  is  appropriate.   All  other  findings 
have  been  referred  to  DPH,  RSC  and  DOC  for  informational 
purposes . 


-79- 


Provider  Name:  Old  Colony  Council,  Inc. 

24  38  Washington  St. 
Canton,  MA   02021 

Audit#:  0-526-87 

Old  Colony  Council,  Inc.,  a  non-profit  corporation, 
operated  a  group  home  on  the  grounds  of  Myles  Standish  State 
Forest,  Plymouth,  MA,  which  provided  an  intensive  behavioral 
approach  to  modify  clients'  delinquent  activities  during  the 
audit  period.   The  provider  contracted  with  the  Department  of 
Youth  Services  and  was  audited  for  the  fiscal  year  ended  June 
30,  1985.   A  summary  of  the  audit  findings  included  the 
following: 

A.  A  few  minor  weaknesses  were  noted  in  the  provider's 
internal  controls. 

B.  The  provider  failed  to  maintain  proper  time  records  as 
required  by  EOHS  General  Conditions,  Article  VI. 

C.  During  fiscal  year  1985  the  provider  paid  one  consultant 
$6,000.   The  provider  failed  to  issue  proper  IRS  Tax  Forms 
to  the  consultant  and  to  the  IRS  as  required. 

D.  The  financial  statements  of  Old  Colony  Council,  Inc.,  Boy 
Scouts  of  America,  audited  by  Grant  Thornton,  indicated  a 
$389,638  fund  balance  as  of  December  31,  1985,  comprised  of 
a  ($218,197)  operating  fund  deficit,  a  $4,766  restricted 
fund,  a  $54  6,069  plant  fund,  and  a  $57,000  endowment  fund. 
This  balance  included  excess  expenses  over  revenue  of 
($40,677)  which  accrued  during  calendar  year  1985. 

Total  revenue  received  by  the  provider  for  this  same  period 
amounted  to  $888,325,  of  which  $223,836  was  generated  by 
DYS  contracts.   Of  the  $241,057  generated  from  other 
fee-for-service  payments,  $228,470  was  from  camp  fees,  and 
$12,587  was  from  the  Bureau  of  Nutrition,  Department  of 
Education.   Additionally,  $254,954  was  from  public  support 
(donations),  $56,250  was  from  program  revenues,  $48,486  was 
from  fund-raising,  and  $63,742  was  from  investments  and 
other  income. 

EOHS  agency  revenues  received  by  the  provider,  $223,836, 
represented  25  percent  of  total  income  while  other  fee 
payors  for  service  represented  twenty-seven  percent  of 
total  income.   The  remaining  revenues  represented 
forty-eight  percent  of  total  income. 
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EOHS/OAA  requested  that  the  Department  of  Youth  Services 
negotiate  an  administrative  agreement  with  Old  Colony  Council, 
Inc.,  which  addresses  findings  A,  B,  and  C  in  accordance  with 
the  provider's  response  as  contained  in  the  report.   EOHS/OAA 
also  requested  that  the  RSC  review  finding  D  to  determine  what 
effect,  if  any,  this  finding  may  have  on  the  rates  of 
reimbursement  to  the  provider.   Finding  C  was  also  referred  to 
the  IRS  and  DOR.   Finding  D  was  also  referred  to  the  Executive 
Office  of  Human  Services,  Office  of  Contracts  Management  for  a 
determination  whether  the  provider  should  be  included  in  the 
Vendor  Assistance  Program.   It  should  be  noted  that  the  provider 
has  negotiated  an  administrative  agreement  with  DYS  that 
addressed  all  the  findings  directed. 
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Provider  Name:  Shelton's,  Inc. 

40  Daniel  Shay  Highway 
Bel chert own,  MA  01007 

Audit  #:  C-193-86 

Shelton's,  Inc.,  a  non-profit  corporation,  provided 
supportive  and  rehabilitative  services  to  mentally  and 
physically  handicapped  adults  during  the  audit  period.   The 
provider  contracted  with  the  Department  of  Mental  Health  and  was 
audited  for  the  fiscal  year  ended  June  30,  1985.   A  summary  of 
the  audit  report  findings  included  the  following: 

A.  There  were  many  significant  weaknesses  in  the 
provider's  internal  controls.   Some  of  these  weaknesses 
had  been  cited  in  an  audit  conducted  for  fiscal  year 
1982. 

B.  The  provider  overbilled  DMH  $14,871  in  six  cost 
reimbursement  contracts  during  the  audit  period. 

C.  The  provider  overbilled  DMH  $1,294  for  rent  costs  which 
were  not  offset  by  client  contributions,  as  required. 

D.  The  financial  records  maintained  by  the  provider 
contained  many  deficiencies  which  were  in  violation  of 
the  EOHS  General  Conditions.   For  example,  financial 
records  did  not  allocate  expenses  and  revenue  by 
contract,  financial  records  were  not  kept  up  to  date, 
records  were  not  maintained  on  an  accrual  basis  and 
subsidiary  ledgers  did  not  agree  with  the  general 
ledger. 

E.  The  provider  rented  a  property  from  the  executive 
director.   Allowable  rental  income  for  this  property 
per  RSC  Regulations  was  $5,187.   The  executive  director 
received  income  of  $5,374.   Therefore,  the  provider 
paid  excess  rent  of  $263  during  the  audit  period. 

F.  The  provider  failed  to  maintain  an  adequate  listing  of 
fixed  assets  as  required. 

G.  The  provider  failed  to  issue  Federal  Tax  Forms  1099  for 
1985. 
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H.    The  provider's  board  of  directors  consisted  of  the 
executive  director  and  two  employees  of  the 
provider.   This  presented  an  apparent  conflict  of 
interest,  since  the  function  of  the  Board  is  to 
oversee  the  operations  of  management.   Further,  no 
board  minutes  were  maintained  and  no  other  records 
were  available  to  document  board  meetings  or 
elections.   This  finding  was  also  cited  in  an  audit 
conducted  for  fiscal  year  1982. 

I.    The  financial  statements  of  Shelton's,  Inc.,  audited 
by  Paul  Metevia,  Jr.,  CPA,  indicated  a  $30,921  fund 
balance  as  of  June  30,  1985.   This  balance  included 
excess  income  over  expenses  of  $1,92  6  which  accrued 
during  fiscal  year  1985. 

Total  revenues  and  support  received  by  the  provider 
for  this  same  period  amounted  to  $415,306  of  which 
$408,820* was  from  DMH  contracts.   Additionally, 
$4,260  was  received  from  clients'  rents  and  $2,226 
was  received  from  miscellaneous  revenue. 

EOHS  agency  revenues  received  by  the  provider, 
$408,820,  represented  98  percent  of  total  income 
while  other  revenue  represented  two  percent  of  total 
income . 


EOHS/OAA  requested  that  DMH  negotiate  an  administrative 
agreement  with  Shelton's,  Inc.  which  addresses  findings  (A) , 
(D) ,  (F)  and  (H)  in  accordance  with  the  provider's  response  as 
contained  in  the  report.   EOHS/OAA  also  requested  DMH  to  address 
the  recovery  of  $16,428  noted  in  findings  (B) ,  (C)  and  (E) .   The 
RSC  was  requested  to  review  finding  (I)  to  determine  what 
effect,  if  any,  such  findings  may  have  on  the  rates  of 
reimbursement  to  the  provider.   Findings  (A) ,  (B) ,  (D) ,  (F)  and 
(H)  were  referred  to  the  Executive  Office  of  Human  Services, 
Office  of  Contracts  Management  to  determine  if  EOHS  agencies 
should  continue  contracting  with  this  provider.   In  addition, 
finding  (G)  was  referred  to  the  Internal  Revenue  Service  and  the 
Department  of  Revenue.   It  should  be  noted  that  the  RSC  and 
EOHS/OCM  have  responded  to  the  findings  directed  to  their 
respective  agencies. 
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Provider  Name:-  South  Central  Massachusetts 

Rehabilitative  Resources,  Inc. 
P.O.  Box  341 
50  Elm  Street 
Southbridge,  MA  01550 

Audit  #:  C-488-87 

The  South  Central  Massachusetts  Rehabilitative  Resources, 
Inc.,  a  non-profit  corporation,  provided  various  services  for 
mentally  retarded,  elderly,  and  physically  handicapped  citizens 
during  the  audit  period.   These  services  included  specialized 
home  care,  group  homes,  staffed  apartments,  transportation,  and 
day  activities.   The  provider  contracted  with  the  Department  of 
Mental  Health  and  was  audited  for  the  fiscal  year  ended  June  30, 
1986.   A  summary  of  the  audit  findings  included  the  following: 

A.  There  was  one  weakness  noted  in  the  provider's  internal 
controls. 

B.  Two  individual  consultants  earned  $6,041  and  $4,940, 
respectively,  during  fiscal  year  1986.   The  provider  did 
not  file  IRS  Form  1096  and  corresponding  IRS  Forms  1099 
for  either  of  these  individuals. 

C.  The  consulting  expense  noted  in  finding  B  above,  $10,981, 
could  not  be  documented  through  appointment  calendars  or 
sign-in  logs. 

D.  Based  upon  additional  review  of  the  schedules  19  and  22 
of  the  fiscal  year  1986  RSC  1100  Cost  Report,  it  was 
determined  that  the  provider  incurred  a  net  deficit  in 
EOHS  contracts  during  the  fiscal  year  in  excess  of 
standards  established  in  the  EOHS  Audit  Resolution 
Policy.   Of  the  ten  DMH-funded  programs,  the  provider 
incurred  deficits  in  nine  programs.   In  programs 
receiving  DMH  revenue  totaling  $1,017,028,  the  provider 
had  a  ($121,988)  net  deficit,  which  was  twelve  percent  of 
DMH  revenue.   This  net  deficit  was  offset  by  excess 
revenue  over  expenses  generated  through  state- funded 
transportation  contracts. 

E.  The  financial  statements  of  South  Central  Massachusetts 
Rehabilitative  Resources,  Inc.,  audited  by  Elaine  R. 
Korhonen,  CPA,  indicated  a  $188,609  fund  balance, 
comprised  of  a  $114,464  current  fund  and  a  $74,145  plant 
fund,  as  of  June  30,  1986.   This  balance  included  excess 
expenses  over  income  of  ($8,780)  which  accrued  during 
fiscal  year  1986. 
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Total  revenue  and  support  received  by  the  provider  for  this 
same  period  amounted  to  $1,665,214,  of  which  $1,017,028  was 
generated  by  Department  of  Mental  Health  contracts.   Of  the 
$648,186  generated  from  other  fee-for-service  payments, 
$485,970  was  from  state-funded  transportation  contracts, 
$105,793  was  from  client  fees,  and  $53,473  was  from  Medicare. 
Additionally,  $2,950  was  from  rental  and  interest  income. 

EOHS  agency  revenues  received  by  the  provider,  $1,017,028, 
represented  61  percent  of  income.   When  combined  with  $485,970 
received  from  state-funded  transportation  contracts,  state 
revenues  represented  90  percent.   Other  fee-payers  for  service 
represented  ten  percent  of  income,  and  remaining  revenues 
represented  less  than  one  percent  of  income. 

EOHS/OAA  requested  that  DMH  negotiate  an  administrative 
agreement  with  South  Central  Massachusetts  Rehabilitative 
Resources,  Inc.  to  address  findings  A  and  B  in  accordance  with  the 
provider's  response  as  contained  in  the  report.   The  administrative 
agreement  should  also  address  the  appropriateness  of  recovery  of 
funds  noted  in  finding  C.   In  addition,  finding  D  should  be 
reviewed  to  identify  the  circumstances  or  practices  which  caused 
the  deficits,  and  the  manner  in  which  the  information  has  been  or 
will  be  taken  into  account  in  prospective  contract  negotiations  to 
prevent  such  circumstances  or  practices  from  causing  reoccurrence 
of  such  variances.   All  other  findings  were  referred  to  DMH,  RSC, 
DPW  and  EOTC  for  informational  purposes. 
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Provider  Name:  Southern  Worcester  County 

Rehabilitation  Center,  Inc. 
44  Morris  Street 
Webster,  MA  01570 

Audit  #:  0-490-87 

Southern  Worcester  County  Rehabilitation  Center,  Inc. ,  a 
non-profit  corporation,  provided  residential  programs  and  day 
programs  to  mentally  and  physically  handicapped  individuals  during 
the  audit  period.   The  provider  contracted  with  the  Department  of 
Mental  Health  and  the  Department  of  Public  Welfare  and  was  audited 
for  the  fiscal  year  ended  June  30,  1986.   A  summary  of  the  audit 
report  findings  included  the  following: 

A.  There  were  several  significant  weaknesses  noted  in  the 
provider's  internal  controls. 

B.  The  provider's  accounting  records  did  not  record  expenses  by 
contract  as  required. 

C.  •  The  provider  failed  to  issue  IRS  Forms  1099  to  seven 

nonemployees  who  were  paid  $600  cr  more  in  calendar  year 

1985.  The  payments  amounted  to  $21,4  62. 

D.  The  provider's  fixed  asset  listing  was  incomplete.   The 

location  of  the  asset,  the  serial  number  of  the  asset  and  the 
source  of  funds  used  to  purchase  the  asset  were  not  listed. 

E.  The  provider's  management  did  not  require  salaried  positions 
to  document  time  actually  worked. 

F.  The  financial  statements  of  Southern  Worcester  County 

•  Rehabilitation  Center,  Inc.,  audited  by  John  M.  Larson, 
C.P.A.,  indicated  a  $171,597  fund  balance  as  of  June  30, 

1986.  This  balance  included  excess  expenses  over  income  of 
($48,015),  which  accrued  during  fiscal  year  1986. 

Total  revenues  received  by  the  provider  for  this  same  period 
amounted  to  $1,739,262,  of  which  $1,252,191  was  supported  by 
DMH  and  DPW  contracts.   Of  the  $478,144  generated  from  other 
fee-for-service  payments,  $167,971  was  from  program  fees, 
$86,601  was  from  occupancy  fees  and  $223,572  was  from 
subcontract  income.   Additionally,  $8,927  was  received  from 
interest  and  other  sources. 
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EOHS  agency  revenues  received  by  the  provider,  $1,252,191, 
represented  72  percent  of  total  income,  while  other  fee  payers 
for  service  represented  twenty-seven  and  one  half  percent  of 
total  income.   The  remaining  revenues  represented  less  than 
one  percent  of  total  income. 


EOHS/OAA  requested  that  DMH  negotiate  an  administrative 
agreement  with  Southern  Worcester  County  Rehabilitation  Center, 
Inc.  which  addresses  findings  A,  B,  D,  and  E.   EOHS/OAA  also 
requested  that  RSC  review  finding  F  to  determine  what  effect,  if 
any,  such  finding  may  have  on  rates  of  reimbursement  to  the 
provider.   In  addition,  EOHS/OAA  referred  finding  C  to  the  IRS  to 
take  whatever  action  it  deems  appropriate.   It  should  be  noted 
that  RSC  and  the  IRS  have  responded  to  the  findings  directed  to 
their  agencies. 
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Provider  Name:  Survival  Center,  Inc. 

P.O.  Box  629 
N.  Amherst,  MA   01059 

Audit  #:  0-533-87 

Survival  Center,  Inc. ,  a  non-profit  corporation,  maintained  a 
program  that  offered  free  assistance  to  low  income  people  who  were 
in  need  of  food,  clothing,  household  goods  or  financial  assistance 
during  the  audit  period.   The  provider  contracted  with  the 
Department  of  Mental  Health  and  was  audited  for  the  fiscal  year 
ended  June  30,  1986.   A  summary  of  the  audit  report  findings 
included  the  following: 

A.  There  were  several  significant  weaknesses  noted  in  the 
provider's  internal  controls. 

B.  The  Franklin/Hampshire  Area  Office  of  the  Department  of  Mental 
Health  required  the  provider  to  submit  inaccurate  monthly 
service  reports  on  its  cost  reimbursement  contract. 

The  provider  stated  that  the  DMH  Area  Office  instructed  it  to 
report  the  number  of  individuals  visiting  the  Center  each 
month.   Furthermore,  it  was  initially  required  to  report  the 
number  of  visits  as  a  minimum  of  85  per  month,  regardless  of 
the  actual  number  of  persons  using  the  service. 

In  the  middle  of  the  contract  period,  the  reporting  method  was 
changed  by  the  DMH  Area  Office  to  correspond  to  the  contract 
language  which  described  program  services  in  measurements  of 
"hours".   The  new  reporting  requirements  did  not  allow  the 
provider  an  accurate  method  for  reporting  services  provided  to 
the  individuals,  as  the  measurement  of  service  was 
inappropriate  to  the  type  of  program  presented. 

Daily  attendance  logs  were  maintained  by  several  volunteers 
who  noted  the  number  of  persons  visiting  the  Center  and  the 
towns  they  represented.   Our  verification  of  attendance  noted 
that  daily  logs  recorded  a  number  of  individuals  visiting  the 
Center  consistently  in  excess  of  DMH's  reporting  requirements. 

C.  The  copy  of  the  Department  of  Mental  Health's  contract 
submitted  for  our  audit  review  by  Survival  Center,  Inc. ,  was 
unsigned  and  undated  by  a  representative  of  the  funding 
agency. 
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D.  The  total  revenues  reported  on  the  Internal  Revenue  Service 
Tax  Filing  Form  990  were  overstated  by  $102  compared  to 
actual  receipts  from  funding  sources. 

E.  The  provider  did  not  file  an  Annual  Report  with  the  Office 
of  the  Massachusetts  Secretary  of  State  for  Fiscal  year 
1986. 

F.  Time  and  attendance  records  were  not  maintained  to  verify 
the  number  of  hours  worked  by  each  employee.   Accrual 
calendars  detailing  days  due  and  used  were  not  kept  as  a 
verification  of  requested  leave  time. 

G.  The  unaudited  financial  reports  of  Survival  Center,  Inc., 
prepared  by  the  board  of  directors,  indicated  an  $18,007 
fund  balance  as  of  June  30,  1986.   This  balance  included 
excess  income  over  expenses  of  $13,837  which  accrued  during 
fiscal  year  1986. 

Total  revenues  received  by  the  provider  for  this  same  period 
amounted  to  $49,830,  of  which  $22,380  was  supported  by  a 
Department  of  Mental  Health  contract.   Of  the  $12,922 
generated  from  other  fee-for-service  payments,  $8,251  was 
from  the  Town  of  Amherst  and  Hampshire  County,  and  $4,671 
was  from  a  Federal  Grant.   Additionally,  $14,528  was 
received  from  donations,  the  majority  of  which  was 
designated  for  major  renovations  that  are  currently  in 
progress. 

EOHS  agency  revenues  received  by  the  provider,  $22,380, 
represented  45  percent  of  total  income,  while  other  fee 
payors  for  service  represented  twenty-six  percent  of  total 
income.   The  remaining  revenues  represented  twenty-nine 
percent  of  total  income. 

EOHS/OAA  requested  that  DMH  negotiate  an  administrative 
agreement  with  Survival  Center,  Inc. ,  which  addresses  findings 
A,  B,  C,  D,  and  F.   Finding  G  was  referred  to  the  RSC  and  DMH 
for  informational  purposes.   In  addition,  the  Secretary  of 
State's  Office  has  been  asked  to  review  finding  E  and  to  take 
whatever  action  is  deemed  appropriate. 
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Provider  Name:  Vanguard,  Inc. 

73  Church  Street 
Chicopee,  MA    01020 

Audit  #:  0-012-87 

Vanguard,  Inc. ,  a  non-profit  corporation,  offered  a 
continuum  of  services  to  mentally  retarded  clients  in  a 
residential  setting  during  the  audit  period.   This  included 
24-hour-a-day  supervised  sites  and  independent  living 
situations.   The  provider  contracted  with  the  Department  of 
Mental  Health  and  was  audited  by  EOHS/OAA  auditors  for  the 
fiscal  year  ended  June  30,  1985.   A  summary  of  the  findings 
contained  in  the  report  are  as  follows: 

A.  Several  weaknesses  were  noted  in  the  provider's  internal 
controls. 

B.  The  provider  capitalized  and  depreciated  state-owned 
equipment  and  leasehold  improvements  on  its  fiscal  years 
1985  and  1986  audited  financial  statements. 

C.  During  fiscal  year  1985,  the  provider's  DMH  unit  rate 
contract  was  amended  to  include  a  $500  line  item  for 
depreciation.   This  line  item  was  later  reduced  to  reflect 
actual  expenses  of  $75.   However,  the  contract  maximum  was 
not  reduced.   Further  review  revealed  that  during  fiscal 
year  1986  the  provider's  DMH  unit  rate  contract  again 
contained  a  line  item  for  depreciation.   This  $1,000  line 
item  was  again  reduced  down  to  actual  expenses,  $100, 
without  the  contract  maximum  being  reduced.   As  noted  in 
finding  B  above,  the  majority  of  equipment  maintained  by  the 
provider  was  state-owned  and  as  such  would  not  require  a 
line  item  for  depreciation. 

D.  The  provider  submitted  a  fiscal  year  1984  base  budget  for 
fiscal  year  1986  rate  negotiation  which  was  higher  than 
actual  expenses  as  reported  on  its  fiscal  year  1984 
financial  statements.   The  inflation  of  budget  figures  by 
$33,503  provided  a  basis  for  a  unit  rate  higher  than  needed 
and  was  in  violation  of  Rate  Setting  Regulations.  . 
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E.  The  provider's  audited  financial  statements  for  fiscal  years 
1984,  1985  and  1986  did  not  segregate  program  costs  from 
general  and  administrative  expenses  as  required. 

F.  The  provider's  copy  of  its  DMH  contract  was  not  signed  by  a 
DMH  representative  as  required. 

G.  The  financial  statements  of  Vanguard,  Inc. ,  audited  by  Lester 
Halpern  and  Company,  Certified  Public  Accountants,  indicated 
a  $6,776  fund  balance  comprised  of  a  $1,324  general  fund  and 
a  $5,452  plant  fund  as  of  June  30,  1985.   This  balance 
included  excess  income  over  expenses  of  $3,404  which  accrued 
during  fiscal  year  1985. 

Total  revenues  received  by  the  provider  for  this  same  period 
amounted  to  $394,987,  of  which  $346,268  was  supported  by  a 
Department  of  Mental  Health  contract.   Of  the  $48,719 
generated  from  the  other  fee-for-service  payments,  $4  6,239 
was  from  client  fees  and  $2,480  was  received  from  rental  fees 
for  a  sublet  apartment. 

EOHS  agency  revenue  received  by  the  provider,  $346,268, 
represented  88  percent  of  total  income,  while  other  fee 
payers  for  service  represented  twelve  percent  of  total 
income . 

EOHS/OAA  requested  that  DMH  negotiate  an  administrative 
agreement  with  Vanguard,  Inc. ,  to  address  findings  A,  B,  E  and  F 
in  accordance  with  the  provider's  response  as  contained  in  the 
report.   In  addition,  DMH  Central  Office  should  review  finding  C 
and  determine  what  actions  are  appropriate.   EOHS/OAA  referred 
finding  D  to  RSC  for  computation  of  rate  impact  for  fiscal  years 
1986  and  1988  and  appropriate  administrative  action.   All  other 
findings  were  referred  to  DMH  and  RSC  for  informational  purposes. 
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Provider  Name:  The  Web  Of  Life  Outdoor 

Education  Center,  Inc. 
P.O.  Box  530 
Carver,  Massachusetts   023  30 

Audit  #:  87-1080-1 

The  Web  of  Life  Outdoor  Center,  Inc.,  a  non-profit 
corporation,  operated  two  programs  and  a  respite  care  program 
during  the  audit  period.   The  provider  contracted  with  the 
Department  of  Mental  Health  and  was  audited  by  the  Auditor  of 
the  Commonwealth  for  the  fiscal  years  ended  June  30,  1985  and 
1986.   A  summary  of  the  findings  contained  in  the  report  are  as 
follows: 


A.  Several  significant  weaknesses  were  noted  in  the  provider's 
internal  controls. 

B.  The  provider  maintained  two  residences  for  mentally 
handicapped  clients.   Each  client  received  monthly  Social 
Security  checks,  and  the  provider  was  responsible  for 
managing  and  controlling  those  funds.   Each  client 
contributed  a  certain  amount  per  month  to  the  "house" 
checking  account  which  was  used  to  pay  common  expenses 
including  rent  and  food.   The  remainder  was  deposited  into 
the  client's  personal  checking  or  savings  accounts  and 
provider  personnel  assisted  the  client  in  managing  those 
funds.   In  addition  to  the  house  accounts  and  the  clients' 
personal  accounts,  the  provider  also  had  an  operating 
checking  account  that  was  used  for  business  operations. 

The  provider  expended  a  total  of  $4,673  of  client  funds  for 
expenses  that  were  in  violation  of  the  DMH  Contract  Manual, 
during  fiscal  years  1985,  1986  and  1987.   These  expenses 
included  general  operating  and  administrative  expenses  and 
overcharges  to  clients  for  monthly  utilities. 

C.  In  addition  to  the  violations  noted  in  B  above,  the  provider 
failed  to  maintain  adequate  documentation  supporting 
expenditures  made  from  client  funds  as  required  by  the  EOHS 
General  Conditions,  Article  VI  and  the  DMH  Contracting 
Manual.   The  following  represents  possible  misuse  of  clients 
funds,  which  could  not  be  verified  due  to  the  provider's 
failure  to  maintain  records  properly: 

1.    During  January,  1985,  three  clients'  Social  Security 

checks,  totalling  $1,053,  were  deposited  directly  into 
the  provider's  operating  account.   Normally  each  client 
contributes  $250  per  month  into  the  house  account,  and 
the  remainder  is  deposited  in  the  client's  personal 
account.   The  provider  indicated  that  this  departure 
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from  normal  practice  was  due  to  the  misplacement  of  the 
records  of  the  house,  clients'  personal,  and  clients' 
savings  accounts.   The  executive  director  indicated 
that  these  funds  had  been  used  for  client  needs  during 
the  month  but  could  provide  documentation  for  only  $84  2 
of  expenditures  made  from  these  funds  on  behalf  of 
clients.   Furthermore,  after  locating  the  clients' 
records,  the  provider  did  not  transfer  any  unused  funds 
back  to  the  clients. 

2.  Also  during  January  1985,  a  check  for  $2,700  payable  to 
one  client  was  deposited  into  the  provider's  operating 
account.   This  check  represented  an  additional  Social 
Security  benefit  to  the  client  following  the  death  of 
his  father.   The  provider  documented  expenditures  of 
$700  from  these  funds  on  behalf  of  the  client. 
However,  not  until  February  1936,  one  year  after 
receipt  of  the  funds,  was  the  balance  of  $2,000 
remitted,  without  interest,  to  the  client's  guardians 
upon  their  request. 

3.  During  February  1985  the  provider  transferred  $250  in 
clients  funds  from  the  house  account  to  the  provider's 
operating  account.   The  provider  was  unable  to  produce 
any  documentation  or  explanation  of  the  transfer. 

4.  In  February  1985  the  provider  transferred  $1,425  from 
client  personal  accounts  into  the  provider's  operating 
account.   Provider  personnel  explained  that  these  funds 
were  reimbursements  for  client  vacations  taken  during 
March,  August,  and  October  1984,  and  an  advance  payment 
for  a  trip  scheduled  for  June  1985.   However,  no 
documentation  was  available  to  support  these  vacation 
expenses.   Furthermore,  auditors  questioned  the 
reimbursement  for  vacations  taken  11  months  prior  to, 
and  4  months  after,  the  transfer. 

5.  Auditors  contend  that  the  funds  noted  in  findings  C(l) 
through  C(4)  were  used  by  the  provider  to  sustain  daily 
operations  rather  than  for  the  direct  benefit  of  its 
clients.   Auditors  supported  this  contention  by  noting 
that  a  check  drawn  on  the  provider's  operating  account 
was  returned  because  of  insufficient  funds  on  March  1, 
1985.   Additionally,  cash  flow  shortages  would  explain 
the  failure  to  return  the  funds  noted  in  C(2)  to  the 
client  on  a  timely  basis  and  the  failure  to  document 
the  remaining  funds. 

6.  The  provider  continued  to  transfer  client  funds  to  its 
operating  accounts  during  1985  and  1986.   During  this 
time  the  house  manager  of  one  residence  transferred 
$2,105  from  the  clients'  house  account  by  writing  22 
individual  checks  made  payable  to  the  provider.   Again, 
the  provider  could  not  document  expenditures  or  the 
disposition  of  these  funds. 
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7.    During  February  1986,  the  executive  director 

transferred  client  funds  totalling  $1,500  to  the 
provider's  operating  account.   The  executive  director 
explained  that  this  transfer  was  for  a  trip  by  four 
clients  to  Disney  World  to  be  chaperoned  by  the 
provider's  bookkeeper  and  the  executive  director. 
Because  of  the  illness  of  one  client,  the  trip  was 
cancelled.   However,  the  funds  were  not  returned  to 
clients  until  auditors  notified  the  executive  director 
of  the  discrepancy  in  September  1986. 

D.  During  fiscal  year  1985,  the  provider  billed,  and  was 
reimbursed,  under  one  DMH  Cost  Reimbursement  contract, 
$1,485  for  items  that  were  never  purchased.   The  executive 
director  requested,  and  received,  fictitious  receipts  from  a 
local  hardware  store  for  kitchen  supplies,  lawn  furniture, 
outdoor  tools,  and  sporting  goods  and  then  submitted  these 
receipts  to  DMH  for  reimbursement. 

E.  During  April  and  May  of  1985  a  former  house  manager  at  one 
residence  withdrew  $450  from  the  house  account  and  made 
deposits  directly  into  his  own  personal  account.   The 
executive  director  stated  that  she  had  no  knowledge  of  the 
transaction  or  disposition  of  these  funds. 

F.  The  auditors  questioned  whether  the  mentally  handicapped 
clients  were  receiving  quality  care  and  good  money 
management  services,  especially  in  light  of  the  $250  per 
month,  per  client,  that  was  paid  for  room,  board  and 
utilities.  (It  should  be  noted  that  the  majority  of  the  rent 
for  the  residences  is  paid  for  through  the  contract  with 
DMH . ) 

During  May  and  June  of  1986  the  provider  purchased  from  the 
Boston  Food  Bank,  with  $739  from  client  funds,  1,283  pounds 
of  outdated  food,  which  was  then  inadequately  stored  and 
maintained  by  the  provider.   This  food,  classified  as  edible 
but  not  saleable,  was  purchased  for  four  clients.   A  site 
inspection  by  auditors  in  September  1986,  revealed  that  dry 
foods  stored  in  the  basement  of  one  house  had  been  opened 
and  left  exposed.   In  addition,  forty  pounds  of  meat  in  a 
freezer  was  not  protected  by  wrapping  and  was  "freezer 
burned".   The  auditors  could  not  identify  the  remaining 
contents  of  the  freezer  because  of  frost.   During  the 
following  weekend,  the  freezer  was  unplugged  (reportedly  by 
a  client) ,  and  the  food  spoiled  and  was  discarded. 
Therefore,  a  final  inspection  could  not  be  performed. 
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The  executive  director  reported  that  after  staff  complained 
about  the  quality  of  food  she  instructed  the  house  manager 
to  discontinue  serving  the  items  purchased  from  the  Food 
Bank.   She  also  directed  staff  to  remove  all  the  food  and 
store  it  in  the  basement. 

G.   During  fiscal  year  1985,  the  provider  billed,  and  was 

reimbursed,  $17,972  for  indirect  costs  by  DMH.   The  provider 
failed  to  maintain  adequate  documentation  to  support  these 
expenditures  as  required  by  EOHS  General  Conditions,  Article 
VI. 

H.   During  May  and  June  of  1985,  the  provider  paid  three 

consultants  a  total  of  $452  to  distribute  questionnaires  for 
a  study  on  the  availability  of  transportation  for  mentally 
handicapped  individuals  living  in  Plymouth  County.   The 
provider  billed,  and  was  reimbursed,  $1,993  under  a  DMH  cost 
reimbursement  contract  for  these  services.   Provider 
personnel  indicated  that  the  consultants  had  donated  the 
remaining  money  to  the  provider,  but  could  not  provide  any 
documentation  of  this  claim. 

I.   Provider  staff  used  both  restraint  and  seclusion  as 

behavioral  interventions  with  a  client  exhibiting  severe, 
assaultive  and  injurious  behavior.   A  five-foot  by 
seven-foot  room  was  used  to  seclude  this  client  on  a  regular 
basis  and  the  room's  only  window  was  boarded  to  prevent  -the 
client  from  breaking  glass.   The  provider  had  no  written 
policy  defining  the  procedures  and  circumstances  for  using 
seclusion.   Additionally,  program  staff  had  no  training  in 
the  appropriate  uses  of  restraint  or  seclusion.   In  June  of 
1986  the  provider  hired  a  Coordinator  of  Mental  Retardation 
Services.   This  employee  recognized  the  unregulated  use  of 
seclusion  as  inappropriate  and  discontinued  the  practice. 
These  conditions  were  in  violation  of  DMH  Regulations  which 
set  forth  procedures  and  circumstances  for  use  of  restraint 
and  seclusion. 

J.   The  provider  failed  to  maintain  documentation  of  traumatic 
incidents  in  client  files  as  required  by  DMH  Regulations. 
Staff  members  gave  verbal  accounts  to  auditors  of  numerous 
incidents  involving  assaults  on  by  clients  employees  and  the 
destruction  of  property,  which  then  necessitated  the 
restraint  of  these  clients.   Provider  personnel  indicated 
that  staff  were  unaware  of  the  DMH  reporting  requirements. 
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K.   Provider  personnel  reported  to  auditors  incidents  of 

physical  and  verbal  abuse  of  one  client  by  a  former  house 
manager  during  that  client's  behavioral  crises.   These 
incidents  were  not  documented,  and  no  action  was  taken  to 
reprimand  the  house  manager.   Provider  personnel  indicated 
their  belief  that  this  action  was  taken  not  to  harm  the 
client  but  to  stop  his  behavior. 

EOHS/OAA  requested  that  DMH  negotiate  an  administrative 
agreement  with  The  Web  of  Life  Outdoor  Education  Center,  Inc., 
to  address  findings  A,  C,  I,  J,  and  K  in  accordance  with  the 
provider's  response  as  contained  in  the  report.  It  was  requested 
that  this  agreement  also  address  the  recovery  of  $3,02  6  noted  in 
findings  D  and  H  and  the  appropriateness  of  recovery  of  the 
funds  noted  in  finding  G.   In  addition,  EOHS/OAA  requested  that 
DMH  document  that  funds  noted  in  findings  B,  E,  and  F  have  been 
returned  to  clients  and  determine  if  the  funds  noted  in  finding 
C  should  be  returned  to  the  clients.   The  Executive  Office  of 
Human  Services,  Office  of  General  Counsel  and  Investigations  and 
the  Attorney  General's  Office  were  asked  to  review  findings  B 
through  I  for  actions  they  may  deem  appropriate.   The  Executive 
Office  of  Human  Services,  Office  of  Contracts  Management  and  the 
Department  of  Mental  Health  were  asked  to  review  the  many 
serious  findings  to  determine  if  the  Commonwealth  should 
continue  contracting  with  this  provider.   It  should  be  noted 
that  the  RSC  and  EOHS/OCM  have  responded  to  the  findings 
directed  to  their  agencies. 
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Provider  Name:  Youth  Resources,  Inc. 

Pilgrim  Center 
P.O.  Box  255 
Braintree,  MA  02184 

Audit  #:  87-1080-2 

Youth  Resources,  Inc.,  a  non-profit  corporation,  provided 
group  home  services  to  troubled  youths  between  the  ages  of  14  to 
17  during  the  audit  period.   The  provider  contracted  with  the 
Department  of  Youth  Services,  Department  of  Social  Services  and 
the  Department  of  Mental  Health  and  was  audited  by  the  Auditor 
of  the  Commonwealth  for  the  period  December  1,  1984  through  June 
30,  1986.   A  summary  of  the  audit  report  findings  included  the 
following: 

A.  There  were  several  significant  weaknesses  noted  in 
internal  controls. 

B.  The  provider  commingled  state  funds  with  a  $225,000 
private  donation. 

C.  The  provider's  former  Executive  Director  purchased  a 
new  vehicle  through  the  provider  organization  for  his 
own  personal  use.   A  vehicle  owned  by  the  provider  was 
traded-in  for  this  purchase.   After  the  former 
Executive  Director  left  the  provider's  employment,  the 
vehicle  was  repossessed  because  payments  were  not  made. 

The  dealer  and  finance  company  found  a  buyer  and 
forgave  the  provider  the  difference  between  the  note 
s  and  the  new  sale  price.   According  to  provider 

management,  the  car  was  sold  to  the  former  Executive 
Director.  The  provider  organization  lost  both  a  car 
and  $3,891  as  a  result  of  the  purchase  of  this  car. 

D.  During  fiscal  years  1985  and  1986,  the  former  Executive 
Director  used  all  YRI  accounts  to  loan  $46,045  to 
selected  YRI  employees,  including  himself  and  his 
brother,  the  Director  of  Residential  Programs.   All  but 
$1,118  of  the  loaned  amount  either  has  been  or  is  being 
repaid  through  payroll  deductions.   It  should  be  noted 
that  no  prior  approval  for  the  loans  was  received  from 
the  Board  of  Directors. 
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E.  The  former  Executive  Director- authorized  $16,511  for 
equipment  and  salaries  for  a  program  in  a  building  that 
was  owned  by  the  Archdiocese  of  Boston.   At  the  time  the 
expenditures  were  made,  there  was  no  commitment  from  DSS 
to  establish  a  program  in  this  building.   It  should  be 
noted  that  no  prior  approval  for  these  expenditures  was 
received  from  the  Board  of  Directors. 

F.  The  provider  purchased  a  house  on  January  17,  1986  to  be 
used  as  the  site  for  a  residential  after-care  program. 
The  provider  originally  paid  $140,000  in  cash  for  the 
house.   A  $112,000  mortgage  was  taken  out  on  the  property 
in  February  1986.   At  the  time  this  expenditure  was  made, 
there  was  no  state  or  other  specific  funding  to  support 
the  residential  after-care  program.   Therefore,  the  cost 
of  operating  the  program  and  the  house  placed  an 
additional  burden  on  YRI's  already  poor  financial 
condition.   When  the  Board  of  Directors  became  aware  of 
YRI's  financial  problems,  they  discontinued  the  program 
and  rented  the  house  to  another  party  at  a  loss  of  $2  2  5 
per  month. 

G.  During  December  1985,  the  former  Executive  Director 
doubled  the  salary  of  the  Director  of  Therapeutic  Services 
from  $20,000  per  year  to  $40,000  per  year.   This  action, 
taken  without  board  approval,  cost  YRI  $18,3  00  over  the 
budgeted  amount  for  this  position  before  the  salary  was 
reduced  eleven  months  later.   There  was  no  written 
documentation  for  the  new  salary  arrangement,  and  neither 
the  individual's  hours  (20  per  week)  nor  his 
responsibilities  changed  with  the  increase. 

H.    During  fiscal  year  1986,  YRI  paid  12  employees  $17,055  in 
monthly  cash  insurance  stipends.   Employees  were  allowed 
to  choose  either  the  cash  stipend  ($197.97  monthly  for 
married  and  $73.32  monthly  for  single  employees)  or  YRI's 
fully  funded  group-health  plan  for  families  and 
individuals.   The  stipend  expense,  added  to  the  payments 
to  the  group  health  plan,  totalled  $55,993  in  fiscal  year 
1986.   This  figure  was  $5,993  over  the  total  $50,000 
budgeted  for  fringe  benefits  that  year. 

In  one  case  a  staff  member,  the  former  Executive 
Director's  brother,  had  family  health  coverage  fully  paid 
by  YRI  while  his  wife,  the  school  nurse,  was  paid  the 
insurance  cash  stipend  for  married  employees.   The  school 
nurse  received  $2,178  in  insurance  stipend  money  in  fiscal 
year  1986  alone.   This  amount  was  in  effect,  a  duplicate 
payment.   There  was  no  option  in  the  provider's  personnel 
policy  for  this  practice  to  take  place,  and  the  Board  of 
Directors  was  unaware  of  the  situation. 
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I.    The  provider  received"  two  loans  from  the  Archdiocese  of 

Boston  during  fiscal  year  1986  because  of  the  serious  cash 
flow  problem  that  had  developed.   Utility  bills  were  as 
much  as  five  months  overdue  during  the  fiscal  year. 

J.    The  Office  for  Children  (OFC)  conducted  a  licensing  review 
of  the  provider  in  November  1985  and  determined  that  YRI 
was  not  meeting  OFC's  requirements  for  the  health  and 
safety  of  clients.   YRI  is  currently  responding  to  the 
deficiencies  cited  by  OFC  and  has  begun  repairing  the 
residence  bathrooms.   In  its  response  the  provider  stated 
that  the  Office  for  Children  issued  a  new  "License  to 
Operate  Group  Care  Facility",  and  also  that  maintenance 
projects  such  as  window  repairs  and  screen  replacement  had 
begun. 

K.    The  audit  revealed  a  total  of  $3,720  expended  by  YRI  for 
the  personal  expenses  of  certain  employees,  including  the 
former  Executive  Director  and  his  foster  child,  for  such 
purposes  as  personal  car  insurance,  car  payments,  traffic 
fines,  and  pharmacy  bills. 

L.  The  former  Executive  Director  approved  $11,853  between 
fiscal  years  1982  and  1986  for  staff  Christmas  bonuses 
that  were  unbudgeted.  In  fiscal  year  1986  alone,  $4,600 
was  received  by  one  employee  who  then  distributed  cash 
bonuses  to  staff  members.  No  records  or  receipts  were 
kept. 

M.    The  audit  revealed  $2,727  in  checks  written  to  cash 

between  fiscal  years  1982  and  1986.   No  documentation  was 
available  regarding  the  purpose  of  these  checks  or  the  use 
of  these  funds. 

N.    As  noted  in  the  findings  above,  the  former  Executive 

Director  authorized  expenditures  such  as  gifts,  personal 
loans  and  many  other  non-program  related  expenditures  on  a 
daily  basis  without  receiving  the  Board  of  Directors' 
approval.   The  provider  experienced  such  severe  financial 
problems  because  of  these  expenditures  that  two  loans  had 
to  be  secured  so  that  normal  operating  expenses  could  be 
paid. 

O.    The  Board  of  Directors  did  not  properly  oversee  the 
management  of  the  organization  as  set  forth  in  its 
by-laws.   The  Board  formerly  met  rarely;  now  they  are 
meeting  monthly. 
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P.   The  financial  statements  of  Youth  Resources,  Inc., 

audited  by  Livingston  &  Haynes  P.C.,  CPA's,  indicated  a 
fund  deficit  of  ($1,802)  comprised  of  a  ($36,659) 
unrestricted  fund  deficit  and  a  $34,857  restricted  fund. 
This  balance  included  a  deficit  of  ($165,801),  which 
accrued  during  fiscal  year  1986. 

Total  revenue  received  by  the  provider  for  this  same 
period  amounted  to  $1,239,929,  of  which  $962,629  was 
generated  by  DYS,  DSS,  and  DMH  contracts.   The  $68,53  3 
generated  from  other  fee-for-service  payments  was  from 
other  grants  and  revenues.   Additionally,  $200,364  was 
received  from  fund  raising  and  $8,403  was  from  interest 
income . 

EOHS  agency  revenues  received  by  the  provider,  $962,629, 
represented  78  percent  of  total  income,  while  other  fee 
payers  for  service  represented  five  percent  of  total 
income.   The  remaining  revenues  represented  seventeen 
percent  of  total  income. 

EOHS/OAA  requested  that  DYS  negotiate  an  administrative 
agreement  with  Youth  Resources  Inc.  which  addresses  findings  A, 
B,  C,  D,  F,  G,  I  and  O.   EOHS/OAA  also  requested  that  RSC  review 
findings  G,  H,  K,  L,  M  and  P  to  determine  what  effect,  if  any, 
such  findings  may  have  on  rates  of  reimbursement  to  the 
provider.   In  addition,  EOHS/OAA  requested  that  the  Department  cf 
the  Attorney  General,  Office  of  the  Inspector  General,  EOHS 
Office  of  General  Counsel  and  Investigation,  and  EOHS  Office  of 
Contract  Management  review  the  numerous  serious  findings  and  take 
whatever  action  is  deemed  necessary.   It  should  be  noted  that  the 
RSC,  EOHS/OCM,  and  the  Attorney  General's  Office  have  responded 
to  the  findings  directed  to  their  agencies. 
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SECTION  XI 
GLOSSARY  OF  TERMS 


Audit 

An  objective  and  independent  critique  of  management 
operations  and  performance.   Governmental  auditors  examine  not 
only  books,  records,  and  financial  statements,  but  also  review 
for  (1)  compliance  with  applicable  laws  and  regulations,  (2) 
economy  and  efficiency  of  operations,  and  (3)  effectiveness  in 
achieving  program  results. 


Conflict  of  Interest 

A  conflict,  for  an  individual,  between  loyalties  owed  to 
more  than  one  source.   Conflicts  for  state  employees  or  persons 
paid  under  "03"  contracts  with  state  agencies  are  governed  by 
G.L.  C.268A,  under  the  jurisdiction  of  the  State  Ethics 
Commission.   Conflicts  for  employees  of  private  organizations 
typically  arise  when  the  duties  owed  to  the  organization  and/or 
its  clients  conflict  with  the  financial  interests  of  the 
individual. 


Compliance  with  Terms  of  the  Contract 

EOHS  has  issued  approved  standard  contract  forms  for  all 
"07"  contracting,  and  annually  promulgates  the  EOHS  General 
Conditions  which  are  incorporated  into  the  contracts  (see 
below) .   Further,  some  contracting  agencies  have  required  that 
additional  contracting  conditions  be  included  in  the  terms  of 
the  contract  (e.g.,  DMH  and  DSS  Contract  or  Audit  Manuals  or 
Guidelines) .   All  of  these  are  included  in  the  broad  definition 
of  the  "services"  which  the  Commonwealth  is  purchasing  through 
the  contract,  and  the  contracting  party  is  required  to  comply 
with  each  term  by  general  contract  law,  enforceable  in  court  if 
necessary. 


EOHS  General  Conditions 

A  set  of  generally  applicable  standard  contracting 
principles,  promulgated  by  EOHS  for  each  fiscal  year  pursuant  to 
the  authority  granted  in  G.L.  c.6A,  S16,  and  incorporated  into 
every  contract  entered  into  by  any  human  services  agency 
reimbursed  through  subsidiary  accounts  "03"  and  "07",  object 
codes  393  and  394. 
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Excess  Revenue  Over  Expenditure  ("Surplus  Funds."  so-called) 

Those  revenues  derived  as  a  result  of  the  provider 
organization  being  reimbursed  by  the  Commonwealth  in  an  amount 
greater  than  the  actual  costs  reasonably  related  to  providing 
the  services  which  the  Commonwealth  is  purchasing. 

Excess  Expense  Over  Revenue  ("Deficit") 

Those  revenues  derived  as  a  result  of  the  provider 
organization  being  reimbursed  by  the  Commonwealth  in  an  amount 
less  than  the  actual  costs  reasonably  related  to  providing  the 
services  which  the  Commonwealth  is  purchasing. 

Financial  and  Compliance  Audit 

All  Federal  and  most  State  and  local  governmental 
auditors  (including  EOHS/OAA  staff)  and  contracted  auditors  (per 
the  EOHS  General  Conditions)  must  adhere  to  the  standards  and 
procedures  of  Generally  Accepted  Government  Auditing  Standards 
(GAGAS)  as  promulgated  by  the  Comptroller  General  of  the  United 
States.   These  Standards  incorporate  the  AICPA  industry 
standards  and  procedures  and  include  additional  standards  and 
requirements.   A  financial  and  compliance  audit  would  seek  to 
determine,  pursuant  to  these  standards,  (a)  whether  the  internal 
financial  statements  of  an  audited  entity  present  fairly  the 
financial  position  and  results  of  financial  operations  in 
accordance  with  Generally  Accepted  Accounting  Principles  (GAAP) 
and  (b)  whether  the  entity  has  complied  with  laws  and 
regulations  that  may  have  a  material  effect  upon  the  financial 
statements.   In  addition,  the  audit  must  report  any  material 
weaknesses  encountered  as  a  result  of  a  study  conducted  of  the 
organization's  system  of  internal  controls. 

Fund  Balance 

Fund  balance  is  a  reflection  of  a  non-profit 
organization's  net  worth  (assets) .   This  includes  separately 
accounting  for  restricted  and  unrestricted  resources. 
Restricted  resources  are  either  legally  restricted  by  a  donor  or 
another  outside  party,  or  designated  by  the  board  for  a  specific 
purpose  or  use.   Unrestricted  resources  are  available  for  any 
legitimate  use  by  the  organization.   When  such  resources, 
together  with  the  related  liabilities  (debts)  are  accounted  for 
separately,  the  separate  set  of  accounts  constitutes  a  fund,  and 
the  net  assets  in  the  fund  are  called  the  Restricted  Fund 
Balance,  or  the  Unrestricted  Fund  Balance.   An  organization  may 
have  several  restricted  and  unrestricted  funds.   Total  combined 
restricted  and  unrestricted  fund  balances  taken  as  a  whole 
comprise  the  organization's  fund  balance. 
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Internal  Control  Findings 

Internal  control  findings  are  those  audit  findings  which 
address  material  weaknesses  in  the  organization's  plan,  and  all 
of  the  methods  and  measures  adopted  by  it  to  safeguard  its 
assets.   This  plan  should  provide  built-in  checks  on  the 
accuracy  and  reliability  of  its  accounting  data,  promote 
operational  efficiency,  and  encourage  adherence  to  managerial 
policies.   Generally  Accepted  Auditing  Standards  (GAAS)  and 
General  Accepted  Government  Auditing  Standards  (GAGAS)  require 
certified  public  accountants  privately  hired  by  the 
organization,  as  well  as  government  auditors,  to  initially 
examine  and  evaluate  an  organization's  system  of  internal 
controls.   The  standards  also  require  the  auditor  to  disclose  to 
the  organization  any  material  weaknesses  encountered  in  its 
systems. 

IRS.  DOR,  PES  Filing  Requirements 

Requirements  applicable  to  corporations  or  other  business 
organizations,  and  the  individual  employees  of  such 
organizations,  imposed  by  federal  or  state  laws  and  regulations, 
under  the  jurisdiction  of  the  Internal  Revenue  Service,  the 
Massachusetts  Department  of  Revenue,  or  the  Massachusetts 
Division  of  Employment  Security,  regarding  reports,  returns,  or 
other  documents  which  must  be  filed  with  such  agencies. 

Program  Results  Audit 

A  program  results  audit  seeks  to  determine  (a)  whether 
the  desired  results  or  benefits  established  by  the  legislature 
or  other  authorizing  body  are  being  achieved,  and  (b)  whether 
the  auditee  has  considered  alternatives  that  might  yield  the 
desired  results  at  a  lower  cost. 


Public  Charities  Filing  Requirement 

Pursuant  to  G.L.  c.12,  Section  8F,  all  non-profit 
charitable  corporations  must  annually  file  a  form  containing 
basic  information  with  the  Public  Charities  Division  of  the 
Department  of  the  Attorney  General.   In  addition,  such 
organizations  with  gross  annual  revenues  of  $100,000  or  more 
must  annually  file  certified  audited  financial  statements. 
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Rate  Setting  Commission  Cost  Reports 

These  documents  report  actual  costs  incurred  by  a 
provider  organization  during  the  fiscal  year.   The  cost  report 
states  the  financial  position  and  results  of  financial 
operations  of  the  organization  by  providing  a  balance  sheet  and 
financial  statements  and  schedules  illustrated  on  a  program 
basis  (one  program  may  be  funded  by  several  contracts) .   The 
report  also  includes  numerous  detailed  schedules  of  selected 
costs  and  program  questionnaires  with  additional  requirements, 
including  the  reporting  of  all  related  party  transctions  and  tax 
payments.   RSC  uses  the  cost  report  to  establish  rates  of 
payment  based  on  historical  cost  and  as  reasonable  justification 
for  those  rates  established  prospectively.   All  cost  reports 
must  be  certified  under  the  pains  and  penalties  of  perjury  by  an 
officer  of  the  organization. 

Related  Party  Transactions 

Financial  transactions  (e.g.,  leases,  sales,  loans) 
between  two  or  more  individuals  and/or  organizations  which  are 
associated  or  affiliated  by  common  ownership  or  control.   These 
are  not  per  se  illegal,  unless  a  conflict  of  interest  results. 
However,  disclosure  of  such  transactions  by  non-profit 
corporations  is  required  by  the  Rate  Setting  Commission,  the 
Public  Charities  Division  of  the  Department  of  the  Attorney 
General,  and  the  Internal  Revenue  Service,  and  failure  to 
disclose  as  required  may  lead  to  imposition  of  appropriate 
sanctions.   If  such  transactions  are  entered  into  in  an  attempt 
to  obtain  reimbursement  disallowed  in  regulations  of  the  Rate 
Setting  Commission,  then  RSC  can  disregard  the  legal  fiction  and 
treat  the  related  parties  as  if  they  were  the  same  entity.   For 
example,  reimbursement  prohibited  by  constitutional  provisions 
(e.g.,  Anti-Aid  Amendment,  Credit  Clause),  such  as  principal 
payments  on  a  mortgage  on  property  owned  by  a  private  party, 
cannot  legally  be  obtained  by  conveying  the  property  to  a  second 
organization  and  "leasing"  it  back. 


